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CONSECUTIVE-DISASTER EMERGENCY LOAN 
ACT OF 1984 AND GENERAL ISSUES RELATING 
TO AGRICULTURAL CREDIT 



TUESDAY, MAY 1, 1984 

House of Representatives, 
Subcommittee on Conservation, 
Credit, and Rural Development, 

Committee on Agriculture, 

Washington, DC. 
The subcommittee met, pursuant to notice, at 10:10 a.m., in room 
1302, Longworth House Office Building, Hon. Ed Jones (chairman 
of the subcommittee) presiding. 

Present: Representatives Weaver, Bedell, English, Daschle, Sten- 
holm, Tallon, Durbin, Eveuis of Illinois, Skeen, Morrison, and Gun- 
derson. 

Also present: Representatives Harkin, Thomas, and Stangeland, 
members of the full committee, and Representatives Dorgan and 
Oberstar. 

Staff present: P^gy L, Pecore, clerk; John E. Hogan, minority 
counsel; Mark Dungan, minority associate counsel; Bernard Bren- 
ner, Robert A. Cashdollar, James W. Johnson, Jr., and David A. 
Ebersole. 

OPENING STATEMENT OF HON. ED JONES. A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TENNESSEE 

Mr. Jones of Tennessee. Good morning, ladies and gentlemen. 

The Subcommittee on Conservation, Credit, and Rural Develop- 
ment is meeting today in order to gather testimony on the topic of 
agricultural credit. 

We are fortunate to have several Members of Congress scheduled 
to present their views on current issues involving both the Farmers 
Home Administration, as well as the farm credit system. 

I have a short statement to make, and then there may be other 
members of the full committee, if not the subcommittee, who may 
want to make a stotement, and then we will hear Mr. Stangeland, 
our member of the full committee, first and then the witnesses. 

This hearing was originally scheduled to continue with a meeting 
this afternoon at 2 p.m., but I am hopeful we can conclude today's 
business in one sitting. I intend to continue hearing witnesses past 
the noon hour and would expect we can finish no later than 1 p.m. 
For this reason, I want to encourage all witnesses to feel free to 
summarize your stetements and be as brief as possible. You can be 
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assured that your entire written statements will be a part of the 
record. 

Our first witness this morning is our colleague from Minnesota, 
the Honorable Arlan Stangeland. Accompanying Congressman 
Stat^eland are several other witnesses who will appear as a panel 
to present their positions r^arding H.R. 4610, the Consecutive-Dis- 
aster Emergency Loan Act of 1984, which Mr. Stangeland intro- 
duced earlier in the Congress this year. 

[The bill, H.R. 4610, follows:] 
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98th congress 



H.R.4610 



To provide emergencj loane to brmen. ranchen, or p«noiu engaged in aqiuoul- 
ture where the SeereUij of Agriculture detenniiMt that the operUiotu of 
such perMMU have been BututaudAlly afiecled b; a natural diuiater for three 
or more consecutive years, ttoi for other purposes. 



IN THE HOUSE OF REPRESENTATIVES 

Januast 23, ldS4 
Ur. Standbland introduced Uie following bill; which wa« referred to 
Committee on Agriculture 



A BILL 

To provide emergency loans to farmers, ranchers, or persons 
engaged in aquaculture where the Secretary of Agriculture 
determines that the operations of such persons have been 
substantially affected by a natural disaster for three or more 
consecutive years, and for other purposes. 

1 Be it enacted by the Senate and House of Representa- 

2 lives of the United Slates of America in Congress assembled, 

3 That this Act may be cited as the "Consecutive-Disaster 

4 Emergency Loan Act of 1964". 

5 Sec. 2. the Consohdated Farm and Rural Development 

6 Act (7 U.8.C. 1921 note, et seq.) is amended by adding the 

7 following new section to subtiUe C: 
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1 "Sec. 321A. (a) NotwiUistandiug any other provision of 

2 law, the Secretary shall make and insure loans as authorized 

3 in section 331 to those farmers, ranchers, or persons engaged 

4 in aquBCulture where the Secretary finds that the apphcants' 

5 farming, ranching, or aquaculture operations have been sub- 

6 stantially affected by a natural disaster, in the county where 

7 a disaster has been designated pursuant to this subtitle and 

8 the applicants have engaged in such operations for at least 

9 three consecutive years, and at the discretion of the Secre- 

10 tary applicants in counties adjacent to disaster designated 

11 counties may also qualify for such loans if they meet the 

12 same criteria, despite the fact that such applicants have fol- 

13 lowed good management practices but have suffered produc- 

14 tion losses and have been unable to obtain sufficient credit 

15 elsewhere due to economic stresses, and are unable to repay 

16 existing debt obligations in accordance with the terms and 

17 conditions applicable to such indebtedness instruments. 

18 "(b) The Secretary shall conduct such consecutive-disas- 

19 ter emergency loan program under this section in a manner 

20 that will foster and encourage the family farm system of agri- 

21 culture. Notwithstanding any other provision of law, under 

22 such program, the Secretary is authorized to consolidate and 

23 refinance farm-related indebtedness of eligible apphcants intA 

24 a loan, not to exceed $500,000, for a term not less than 
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1 fifteen years nor more than forty years, and at a rate of inter- 

2 est not in excess of 5 per centum. 

3 "(c) If the borrower subsequently establishes to the sat- 

4 iafaction of the Secretary by substantial evidence that the 

5 borrower is unable to repay the loan in accordance with the 

6 terms made available by the Secretary under subsection (b), 

7 bawd upon a comprehensive statement of the borrower's 

8 farm and financial situation, the Secretary shall forgo foreclo- 

9 sure or defer payment of interest and principal for a period 

10 not to exceed five years, if there is evidence that following 

11 the period of deferral, there is a reasonable probability that 

12 the borrower can pay installments on the loan in full under 

13 terms consistent with the borrower's farm and financial situa- 

14 tion that would apply upon expiration of the deferral period if 

15 normal economic and natural conditions exist. Interest on the 

16 principal of the loan shall accrue during the deferral period 

17 and shall become part of the total of principal and interest to 

18 be rep^d. Such interest that accrues during the deferral 

19 period on any loan deferred under the provisions of this sub- 

20 section shall bear no interest during such period. No borrow- 

21 er may obtain more than one deferral under this subsection 

22 with respect to any one loan. During any period of deferral 

23 under this subsection, the borrower shall meet periodically 

24 with the Secretary, at the request of the Secretary, for the 

25 purpose of reviewing the borrower's farm and financial situa- 
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1 tion. If the Secretary detemunes that the borrower has 

2 become able to resume making toaji payments in accordance 

3 with the original terms of the loan or on the basis of new 

4 terms made available by the Secretary under this subsection, 

5 the period of deferral shall then be terminated by the 

6 Secretary. 

7 "(d) The provisions of this section shall be applicable 

8 only to borrowers who own or operate family-size farms, as 

9 determined by the county committee. 

10 "(e) The determinations of the Secretaiy under subsec- 

11 tion (c) shaU be final unless found by a court of competent 

12 jurisdiction, on the basis of the administrative record, to have 

13 been arbitrary, capricious, or otherwise not in accordance 

14 with law or regulations issued in accordance with law. 

15 "(0 The Secretary shall promulgate regulations imple- 

16 menting the consecutive-disaster emergency loan program 

17 provided for in tiiis section, including provisions for a county 

18 committee appeal procedure for determinations as to whether 

19 a borrower has met the criteria for deferral or foreclosure 

20 relief.". 

21 Sec. 3. The provisions of this Act shall become effective 

22 upon enactment. 

O 
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Mr. Jones of Tennessee. Unless other members of this subcom- 
mittee wish to be recognized at this time, we will proceed directly 
to our witnesses, but before we do that, I will yield to my colleague, 
a member of the full committee, Mr. Thomas of Georgia. 

OPENING STATEMENT OF HON. ROBERT LINDSAY THOMAS. A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF GEORGIA 

Mr. Thomas. Thank you, Mr. Chairman. 

Thank you for the chance of sitting on the subcommittee today 
emd having some input into what I think is probably one of the big- 
gest issues that faces us when we look at this very important sub- 
ject of agriculture and make an attempt to do something here to 
shore up this most important euid vital industry that this country 
has. 

I have to say that, when we look at all the problems we are faced 
with — problems of low prices, sagging world demand, low-profit 
margins on the farm, and certainly our credit policies in the part 
have played a part in what I think has been the demise of the 
finest system of ^riculture that any country of the world has in its 
availability, the most productive farmer and the most efficient 
farmer in the world — I think in this that we should then realize 
that we all bear some of the responsibility for what has happened. 

And what heis happened should be very obvious. The facts are 
clesar. Our farmers are faced with the lowest income since the De- 

[tression. Farm debt is the highest it has ever been, some $220 bil- 
ion, having doubled and tripled in the past 3 to 4 years. 

Our foreign trade markets have turned downward into a tailspin 
since coming from $7 billion in 1970 to $43 bUlion in 1981, and now 
they have turned down and probably might not even get above $30 
billion this coming year. 

It seems to me that the attitude is that there are a few philoso- 
phies that have arisen out of this, and one seems to be that things 
are not going to improve until a lot of our farmers simply go out of 
business. 

We have lending institutions which have been put into place or 
formed and given the ability to operate for one purpose and with 
one intent, and that was to preserve our structure of agriculture, 
the independent ownership that is the soul of our farmlands, and 
these very eigencies, having talked with many of them personally, 
say these farmers have gone as far as they can, we have gone sa 
f£ir with them as we can, and the only alternative now is to let 
them go out of business. 

I think there is a very serious charge that comes out of that, and 
that is to simply say that the very agencies set up to support and 
finance and to see that the independent farm structure in this 
country remains viable and strong are turning their backs at the 
hour of greatest need for the farmers in this country. 

So I think there has to be an sdternative to the rash of foreclo- 
sures — which means depressed land prices; it means damage to our 
structure; it means that our very important and productive land in 
this country will be put to some other use. 

So I hope out of this that we do realize that we all bear a tre- 
mendous responsibility. Farmers have been coping with problems 
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beyond their control— a stroi^ U.S. dollar, sagging world demand, 
cycles of weather here that have been different from any we have 
experienced in many a year. 

So I think we are here today, Mr. Chairman, and I have heard it 
firsthand already, and we all have on many occasions, just how bad 
the situation is, and I think we will see in it a direct responsibility 
of the credit institutions that finance our farmers and the lack of a 
constructive credit policy. Certainly I feel at this time they should 
not be allowed to simply walk away and say that the only alterna- 
tive we have and the only course of action is to simply cover our 
own books and deem up our books and let these farmers go out of 
business. 

Thank you, Mr. Chairman, and I will be looking forward to par- 
ticipatii^ in this hearing today, and I thank you for havii^ this 
very important hearing on the farm credit problem. 

Mr. Jones of Tennessee. Thank you very much, Lindsay, and we 
appreciate your beiiig here. 

Now, Mr. Tallon, do you have amy statement that you would like 
to make before we begin hearing the witnesses? 

Mr. Tallon. Mr. Chairman, thank you. 

I just commend you for holding these hearings this morning on 
this very serious problem of farm credit. 

I would like to officially welcome Mr. and Mrs. Garland Sloan, a 
farm family from my district that made a special trip to be here 
today to listen in on these hearings, and we are very happy to have 
them with us. 

Thank you. 

Mr. Jones of Tennessee. Thank you very much. 

Mr. Stenholm, do you have a statement? 

Mr. Stenholm. No, Mr. Chairman. 

Mr. Jones of Tennessee. Mr. Elnglish, do you have a statement? 

OPENING STATEMENT OF HON. GLENN ENGLISH, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF OKLAHOMA 

Mr. English. Mr. Chairmsm, I would like to make a very brief 
comment. 

I think that certftinly this legislation is legislation that is desper- 
ately needed to address a very serious problem. 

But I think that it is also important to point out that much could 
be done to relieve the difliculties that are facing the American 
farmer today. 

Rather than finding sm attitude in which we seek ways to cooper- 
ate and to work with the farmers to keep the farmers in business, I 
have got to say that this particular administration is doing every- 
thii^ it can to keep from doing that. 

I know that we have, for instance, some new forms that are out 
through the Farmers Home Administration. These forms make it 
exceedingly difficult for farmers to even apply for assistance. 

In my own State, a gentleman who works with farmers and as- 
sists farmers in obtaining Fanners Home loans totd me that even 
with his background and his knowledge of such forms, it took him 
about 6 hours to fill out such complicated jreiperwork. I think that 
this is just another step, another means of trying to discourage 
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fetrmers from even seeking assistance, much less running into difH- 
culties after finding and obtaining it. 

So I think that, £is worthwhile £is this legislation is, obviously, in 
order for it to work, it is going to take the cooperation and support 
of the administration. And, quite frankly, Mr. Chairman, we don't 
have an administration that will give that type of support. 

Mr. Jones of Tennessee. Thank you very much, Mr. English. 

Are you speaking of the 26-p£^e form? 

Mr. English. Right. 

Mr. JoNEB of Tennessee. Thank you, sir. 

That concludes the members who are here this morning, and 
now we go to the first witness. 

Let me say before we hear the first witness that the chairman 
must go to the Rules Committee this morning to obtain a rule on 
the conservation bill that we hope to bring before the House real 
quickly, in the absence of Mr. de la Garza, who is not here this 
morning, and I am going to ask the ranking member of the sub- 
committee to take my place while I am gone. I will be back as soon 
as possible. 

We are glad, as I have already said, to have our colleague, Arlan 
Stangeland from Minnesota, with us today, and he has a number of 
witnesses with us. I met with most all of them yesterday afternoon, 
Arlan, and I must say that they are well-informed Minnesota farm- 
ers. They are really knowledgeable of the problems plaguing the 
farm people of America today. The procedure today will be that the 
Member of Congress or member of this committee will be heard, 
and then if he has constituents from his State who are witnesses, 
they will be heard along with him. 

So, Arlan, you may proceed, and then we will move to Mr. Zutz. 

STATEMENT OF HON. ARLAN STANGELAND. A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 

Mr. Stangeland. Thank you, Mr. Chairman. 

First of all, I want to commend you for scheduling this hearii^ 
on H.R. 4610. 

You and members of this subcommittee will be hearing from a 
broad cross-section of people from my district who have been hit by 
6 consecutive years of crop failure. 

Today's witnesses represent the Minnesota Association of Wheat 
Growers, a special emergency action committee that was formed in 
response to Uiis hardship, a local chamber of commerce representa- 
tive, aind Minnesota Farmers Home Administration advocates. 

These witnesses have gone through considerable trouble and ex- 
pense to be here today to personally share their frustrations and 
their concerns and fears. Their frustrations cover the past 5 yeeu^ 
when area farmers have fought to get a crop, only to see consecu- 
tive natural disasters wash away any hopes they had for a profita- 
ble year. Their fears are that without some special assistance, the 
fate of the eu'ea's family farmers, small businesses, schools, and 
entire way of life will be in severe jeopardy. 

The word "crisis" may occasionally be overused, but it is the only 
way to describe the farm financial condition in northwest Minneso- 
ta. Farmers who may have never been Farmers Home borrowers in 
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their lives, and who have been operating 20 to 30 years successful- 
ly, are finding that their equity has eroded so dramatically in the 
past 5 years that they are unable to obtain regular Farmers Home 
financing because they cannot show repayment ability. 

The impact of S-consecutive years of natural disaster is clearly 
evident. Land values have dropped anywhere from 30 to 50 per- 
cent. Machine values are down 20 to 25 percent. Well over $200 
million in farm losses have been documented in this region over 
the past 5 years, and the local Farmers Home office now reports 
more than a 30 percent delinquency rate. 

In the past decade, the number of farms in this area has declined 
by approximately 15 percent, compared to a 4 percent decline state- 
wide. 

Even though PIK offered many farmers across the country some 
hope for reduced surpluses and higher market prices, the 5-consec- 
utive years of disastrous weather have left memy of the farmers in 
this area with little or nothing to sell. 

In fact, the crisis continues to snowball when you consider the 
reduced yields that have been caused by 5-consecutive crop disas- 
ters and their subsequent effect on area farmers' PIK entitlements 
emd diversion payments. 

Clearly, I realize that what I am proposing today is an exception- 
al new program to deal with severely depressed agricultural areas 
repeatedly hit by natural disasters. But I believe this type of excep- 
tional long-term, tow-interest loeui consolidation program is needed 
to deal with the extraordinary circumstamces beyond the control of 
producers, who are otherwise forced to watch a lifetime's worth of 
equity go down the drain. 

I might add that there are plenty of safeguards to prevent this 
program from being too costly. First of all, the 3-year consecutive 
disaster requirement alone will minimize the expense. For exam- 
ple. Farmers Home records show that only 57 counties nationwide 
were declared secretarial disaster areas in each of the 1980, 1981, 
and 1982 crop years. 

Final figures on 1981, 1982, and 1983 are not yet available, but 
initial estimates show that there would be about 55 counties 
comii^ under this program based on that 3-year time period. 

Furthermore, the amendment allows the Secretary total discre- 
tion in providing program accessibility to farmers in adjacent coun- 
ties who were similarly affected. 

H.R. 4610 provides extensive saf^uards to prevent individuals 
who do not absolutely need this assistance from qualifying. The 
farmer would have to show that he experienced severe losses de- 
spite employing sound management practices. He would also have 
to show an inability to repay existing debt under present terms 
and conditions, based upon a Farmers Home analysis of his person- 
al farm and financial situation. 

The deferral provision contains saf^uards to prevent abuse 
which are virtually identical to the protections incorporated in 
H.R. 1190, which passed this committee and the full House. 

I plead with the members of this subcommittee to avoid merely 
writing off these disaster-stricken farmers in northwest Minnesota 
and elsewhere. No farmer should be forced off the farm under such 
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extraordinary circumstances, and I ur^e the members of this com- 
mittee to support this bill. 

I have attached to my testimony a copy of a letter that I received 
from an individual who is well aware of the need for special assist- 
ance to the disjister-stricken farmers in northwest Minnesota, and I 
ask that this letter be made a part of the official committee record. 

I also ask, Mr. Chairman, that the official record be kept open an 
additional 2 weeks to allow my constituents to submit in writing 
their views on this bill. 

I am going to read this letter, Mr. Chairman, because this letter 
was written by a gentleman with 30 years of experience in admin- 
istering Farmers Home Administration farm programs, and he has 
been on the scene, assessed it, and so I think his words are well 
worth noting: 

At least 30 percent of the Farmerm Home borrowers in Minnesota and over the 
Midweet have debta above their ability to repay. Unless something different is done 
to help them, they will need to withdraw from farming. The number of farming 
units involved ia too high for the good of agriculture and the economy of the coun- 
try. The economy of rural areas — like Minnesota has — would be affected, such as 
our small towns, agribusinesses, and so on. 

It appears that if these farmers are to be saved, they will need a Government pro- 
gram that 18 different from what we now have. Where real estate is involved, we 
will need to place some of their debts on "hold," We can calculate that the repay- 
ment capacity of a typical farm, for instance, if the total debt is $200,000, and the 
repayment ability is $150,000, the difference of $50,000 would be claseined as a per- 
petual debt on the land. This debt would be due and payable when the farmer is 
able to pay it or sells the farm. While a perpetual debt ia in esiatence, the borrower 
would he prevented from expanding his operation or to give anyone else another 
lien on the farm. If the farmer sells the farm to another young farmer, Farmers 
Home could elect to leave the perpetual debt as is or, if he sells it to someone who 
does not qualify, then it would be paid in full. 

The point I think we have to jaake on this progreim or H.R. 4610 
or any other program we take up is that if we foreclose on the 
number of farmers who are in dire straits, we are going to take a 
tremendous loss, and I think the letter goes on to point this out: 

If we quit now with this borrower, we will take his farm back into inventoiy and 
then sell it to someone else. If the farm is only worth $150,000 we would write off 
the $50,000. Why not continue with the present borrower, he probably has learned a 
lot about financial management in the past few years and would make a success out 
of it the second time around. The perpetual debt would draw interest at a low rate 
such as 1 percent payable annually. Possibly it could draw interest at RBrcent, 
then add 1 percent to the principal amortized debt of $150,000 that would be about 
$1,500 per year which would amount to 3 percent on the perpetual debt of $50,000. 
Some type of scheme could be developed that would encourage farmers to keep the 
perpetual debt as low as possible such as a sliding scale rate. There are all kinds of 
variations that could be worked into this scheme. I would be glad to work with 
someone on your staff on the details if you think it might be worth the time. 

Further, he would understand the land and be knowledgeable 
about the land and what it can do. Some new person coming in 
might fall into the same kind of trouble because of a tack of knowl- 
edge of that land. 

I think what it stresses and what ought to be pointed out is that 
Eigriculture is going to need in the future some new type of innova- 
tive financing. 

Mr. Chairman, I had my second forum on agriculture in Minne- 
sota on Saturday, and Russ Schwandt, former Minnesota commis- 
sioner of agriculture, founder of an organization known as the 
Agri-Growth Council in Minnesota, £m agricultural advocacy group 
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of agribusiness and farmers, and also presently president of the 
Duluth Seaport Authority, made the statement at that forum that 
we need a new and innovative financing program for agriculture. 

A good deal of the problems that the farmers are experiencing in 
this area beyond the disaster situation — and this is true of farmers 
in other areas — are due to the fact that they were hit in the late 
1970's with escalating fuel costs resulting in escalating fertilizer 
and herbicide and pesticide costs, inflation hitting them hard, and 
then extremely high interest rates, and there was no way that the 
profit in agriculture would eillow the handling of those high inter- 
est rates and that additional extra cost. 

Agriculture is a very capital-intensive business, and we just can't 
cash flow 14- to 16-percent interest. It is impossible. And so, wheth- 
er we look at H.R. 4610 or some other method, we are going to 
have to come up, I think, with some innovative Hnancing for agri- 
culture in the future. 

Mr. Chairman, with that, I have a panel here that is going to 
very ably articulate the specific problems that are faced in this 
area that I am speaking of in my district, but also, I would advise 
that this bill covers a number of congressional districts. In fact, it 
would cover two counties of Mr. Thomas in Georgia. It would cover 
one county of yours, Mr. Stenholm, in Texas, but we have the list 
of members and the counties affected here, and it is pretty well up- 
dated. 

Following me today will be Mr. Marvin Zutz, who represents the 
Minnesota Association of Wheat Growers, from Red Lake Falls, 
MN; Mr. Bob MuUina, legislative director of the National Farmers 
Union here in Washington, DC; Mr. Bruce Elseth of Newfolden, 
MN; Mr. Willard Brunelle of Crookston, MN; Mr. Cecil Anderson 
of Thief River Falls, with the Thief River Falls Chamber of Com- 
merce; Mr. Russ Iverson of Middle River, MN; and Mr. Jim Noyes 
ofErskine, MN. 

Mr. Chairman, I would ask these gentlemen to come forward 
now and take their places. 

I will ask to be excused because, ^ls the remking Republican on 
the Water Resources Subcommittee, we are in the process of mark- 
ing up the clean water bill, and so I am goii^ to have to leave, but 
I know that I leave my constituents in good hands with this sub- 
committee, and I thank you very much, Mr. Chairman. 

I would be happy to respond to any questions the subcommittee 
might have at this time, Mr, Chairman. 

Mr. Stenholm [acting chairman]. Thank you, Mr. Stangeland. 

Would any member like to pose a question to Mr. Stai^eland 
before he leaves? 

Mr. Morrison. Mr, Chairman, no question, but I certainly would 
like to commend Mr, Stangeland for some innovative thought in an 
area that is important all across the country and I know, having 
talked with him personally, of great impact in his own area in his 
home State. 

Mr. Chairman, I think we will all benefit from the effort that 
Mr. Stangeland has gone to to bring this subject to us. 

Mr. Stenholm. Are there questions from other members? 

[No response] 

Mr. Stenholm. Arlan, thank you very much. 
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Mr. Stangeland. Thank you, Mr. Chairman. 

Mr. Stenholm. If those on the panel would take their seats at 
the table, we will proceed. We will listen to each of you present 
your statement, ana then we will question you as a panel. 

We will first hear from Mr. Marvin Zutz, Minnesota Association 
of Wheat Growers. 

STATEMENT OF MARVIN ZUTZ, SECRETARY/TREASURER, 
MINNESOTA ASSOCIATION OF WHEAT GROWERS 

Mr. Zutz. Good morning. My name is Marvin Zutz. I Eun a 
farmer from Red Lake Falls, MN, and am currently serving as sec- 
retary/treasurer of the Minnesota AsBociation of Wheat Growers. 

On behalf of the Wheat Growers, I would like to thank the chair- 
man and this subcommittee for allowing me to testify today in sup- 
port of H.R. 4610. 

We also would like to thank Congressman Stangeland for intro- 
ducing this legislation that will provide desperately needed assist- 
ance for counties such as those in northwestern Minnesota that 
have been hit hard with repeated disasters. 

According to Congressman Stangeland's ofHce, in the United 
States last year, 57 counties were affected by 3 or more consecutive 
years of crop disasters. A four-county area of northern Minnesota 
has had 5 consecutive years of weather-related disasters. 

We have seen rainfall in excess of 50 inches during the May 
through October period, which created impossible conditions for 
farmers. Not only was it difficult to plant in the spring, but crops 
drowned out or had to be abandoned because the ground was too 
wet to support harvest equipment. The land then could not be pre- 
pared for seeding the following spring, so the effects of 1 year's dis- 
aster carried forward to the next. 

Producers always gamble with weather, but with prolonged prob- 
lems, through no fault of their own, they must borrow to continue 
operating and watch their equity beii^ eaten away, with little or 
no means to repay their debt. 

After several years of problems, even the best producer is put 
into a financial bind. Secretary Block has said that up to 4 percent 
of the Nation's farmers would be forced out of business this year. 
In our area, it is estimated that up to 40 percent of the farmers 
had difficulty qualifying for FmHA losms because of lack of equity 
or poor cjish flow. 

'These hardships are not only felt on the farm but also by our 
businessmen on main streets in the rural communities in the area. 
If this large percent^e of producers were forced out of business, 
placing a glut of land and equipment on the market and driving 
collateral values even lower, it would also drive the other farmers 
in the area to the brink and have far-reaching effects far beyond 
the area. 

This legislation would allow those producers in counties which 
have 3 consecutive years of disasters to consolidate their loans into 
one long-term, low-interest loan to improve their cash flow and 
regeun control of their operation. 

If further assistance is needed, under this legislation, he could 
defer payment up to 5 years. Most producers don't want to declare 
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bankruptcy. They want to repay their borrowed debt. By this re- 
scheduling, producers will be allowed to do this more easily. 

This legislation does not address restrictions or modifications in 
the loan rescheduling when prosperity returns to the agricultural 
economy, or when producers in disaster areas return to a sound fi- 
nfuicial basis. When producers with this special treatment become 
financially well, the interest rate should be increased, or the repay- 
ment schedule moved ahead, so that they cannot go out and bid up 
land values and have an unfair advantage over those farmers who 
do not queitify for these long-term, low-interest loans. 

What we are asking for is special consideration for very special 
circumstances that will help those farmers that need it, while not 
working to the long-term disadvantage of those who do not. 

Again, I thank you for allowing me to testify. If you have any 
questions, I would be pleEised to respond. 

Mr. Stenholm. Thank you, Mr, Zutz. 

I don't believe I see Bob MuUins. 

We will listen to all of you, and then we will question you as a 
panel. 

Next we will hear from Mr. Bruce Elseth, Northwestern Minne- 
sota Emei^ency Action Committee. 

STATEMENT OF BRUCE ELSETH, ON BEHALF OF NORTHWESTERN 
MINNESOTA EMERGENCY ACTION COMMITTEE 

Mr. Elseth. My name is Bruce Elseth. I am a farmer from New- 
folden, MN. That is in Marshall County. 

I am a member of the Northwestern Minnesota Emergency 
Action Committee. I am also a farm advocate, however, of the State 
of Minnesota. I work with farmers, helping them work out their fi- 
nancial loan papers and so forth with credit institutions. 

I am also a member of a watchdog committee whose function it 
is to oversee farmers' problems with the credit institutions. 

Farmers in the adjacent five counties of Marshall, Pennington, 
Red Lake, Polk, eind Clearwater have suffered weather-related dis- 
^lsters through 5 consecutive yeara, 1979 through 1983. 

Many of the farmers in this area are now without equity and se- 
curity. They have exhausted all available avenues of survival. 

What solutions are required? We need higher prices. We need 
lower interest rates. But, in the short term, what Is needed in our 
area and in other areas that are affected by consecutive disasters is 
long-term, low-interest loans that can be used for loan consolida- 
tion. 

Then, possibly, the farmers will be able to survive their present 
economic crisis, especially in areas where 3 to 5 years of disasters 
have been experienced. This also has been aggravated by high in- 
terest rates, low prices, and embargoes. 

All attempts through present P^HA r^ulations to assist farm- 
ers out of their perilous economic dilemmas have been exhausted. 
Farm ownership loans and moneys and funds for loan consolidation 
have been depleted. So we need something new. 

The difficulties in the agricultural economy are persisting in a 
state of constant turmoil, and if positive actions are not initiated. 
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the farming community is going to blow up into a very unpleasant 
situation. 

We firmly believe in the family farm. The family farm is the 
most efficient agricultural production system ever. However, in 
areas of consecutive disasters such as northwest Minnesota, we are 
in jeopardy of losing up to 40 percent of our farmers; in fact, some 
surveys have indicated even higher. 

The consequences of losing this many farmers are obvious. Real 
estate and chattel values will drop considerably. This, in turn, will 
jeopardize other farmers, who will lose their security as a result. 
Tax values will fall. Schools which are presently just hanging on by 
a shoestring will fold because of a lack of tax revenues. 

It has been shown that for every three farmers that go out of 
business, one business in town will fold. As a result, our communi- 
ties will cease to exist, in other words, disaster are^ls like ours will 
literally dry up. Our communities will become ghost towns. 

What can lending institutions hope to recoup from such a situa- 
tion? Fifty cents on a dollar? Twenty-five cents on a dollar? Even 
10 cents on a dollar is possible. In a worstKiase scenario, it is obvi- 
ous that the Federal Government, through FmHA and all other 
lenders, will lose a lot of money. 

The taxpayer will lose a lot more money through FmHA foreclo- 
sure in such a case than if it allowed the farmer to work out of his 
financial problems. 

The rural community is dependent on each other. Without the 
farmer, the rural towns would not exist. If we do not allow the 
family farm to survive, rural America would cease to exist. Conse- 
quently, U.S. society has a burden of dealing with a displaced s^- 
ment of its society. How? Welfare? Migration to our urban centers, 
with an increase in our displaced unemployed? 

During the era when our society was primarily rural and agrari- 
an, the moral fabric of American society was much stronger. Do we 
really want to continue a trend away from a country of strong 
moral and ethical int^rity? 

Many of the farmers who are seriously close to losing their farms 
have learned a lot about flnancieit management, and this was 
brought out in that letter that Congressman Stangeland read to 
you. The "School of Hard Knocks" and experience are invaluable. 
To place a new beginning farmer in his place is to risk the same 
learning process all over again. Why not continue with the present 
borrower? His chances of success the second time are much greater 
than taking the risk of financing a new farmer. 

It is imperative that the existence of the family farm be pre- 
served. If not, an important piece of our American heritage will be 
forever lost. 

And one final comment: This is because we have talked to a 
number of people down here, and politics seems to be important, 
but I appeal to you, to Uie committee, to put aside all partisan poli- 
tics. The American farmer cannot afford to be used as a political 
football any more, such as in the piist with the embargoes. 

So I therefore ask you to give possible consideration to this bill. 

Thank you. 

Mr. Stenholm. Themk you, Mr. Elseth. 
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Next we will hear from Mr. Willard Brunelle, also with the 
Northwestern Minnesota Emergency Action Committee. 

STATEMENT OF WILLARD BRUNELLE, CHAIRMAN. 
NORTHWESTERN MINNESOTA EMERGENCY ACTION COMMITTEE 

Mr. Brunelle. Thank you, Mr. Chairman. 

I am Willard Brunelle, chairman of the Northwestern Minnesota 
Emergency Action Committee. 

I want to thank you gentlemen for listening to. our cause and, 
hopefully, giving support to this bill. 

I started this committee in July 1983 because I could see that 
farmers were having problems in the local areas and in the areas 
that these farmers were losing their farms and were trying to get 
help from FmHA. They weren't having the full answers. 

I want to tell you a little bit about my own farming operation so 
you can understand what is happening to the farmers out here. 

I am 53 years old. I have a family farm that has been in the 
Brunelle family for 98 years. I have farmed for the last 27 years, 
after 5 years in the service. I thought I was doir^ my country a 
good favor trying to support my country and that we could have a 
decent life here in our country. 

I have, in the past 4 years, lost 90 percent of my equity that I 
had gained in the past 23 years. I think this is a disaster in itself, 
when my farm was nearly all paid for 4 years ago. Now I am actu- 
eJly broke because of the disasters, the poor farm prices and high 
interest rates. But the main thing is the 4 yesirs of disasters. 

On my own farm, one year I had 50 inches of rainfall in 5 
months, which is three times more than we should have gotten. 

The minority of the farmers in our area have had 4 to 6 years of 
disaster. I work with hundreds of farmers, and I get anywhere 
from 20 to 30 phone calls per day from farmers who are business- 
men saying, "We need help. Can you help us? Which way can we 
go?" 

And I think this is really important, that somebody is out there 
listening to them. I am trying to converse and tell you what I am 
hearing out there. These farmers are going broke. 

The backbone of the whole United States, I think, is the farm 
community and the farmers which contribute to keeping the com- 
munity going and the community support. 

Our committee has had over 50 meetings since July. We have 
had four hearings in the State of Minnesota, some down in St. 
Paul, some in our local area. I have made five trips to St. Paul for 
our committee in February and March. 

This is the third time in the last month I have been to Washing- 
ton. We met with John Block 2 weeks ago, and Charles Shuman. 
Hopefully, we could get some answers for FmHA to give us more 
funds under the farm ownership loans or the farm ownership 
moneys which are out and have been out for over a month. As of 
April 1, there were nearly 500 farm ownership loans in Minnesota 
alone that were not going to be funded and will not be funded be- 
cause there is no money there. 

So we desperately need something at this time to reconstitute 
and reEiltocate our bills into a long-term, low-interest loan. 
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The things I am hearing on the phone and at these meetings are. 
We are going broke; We need help desperately. I see a lot of stress 
out there, and I cannot tell you enough of the stress that is going 
out there, because when a farmer has no food to put on the table 
and not $1 to spend, it is tough out there. 

And I will tell you, we cannot afford these trips to Washington, 
either. We have begged for money to come here. We have called 
farmers to give a few dollars apiece to get us up here to fight for 
them, and I think it is a good cause, and we are trying to help 
these farmers out there, and they really want to get us out here to 
Washington to try to do somethii^. 

The olds bills are not paid out there. Now, FmHA says. Well, 
we'll give you an operating loan; you'll have to go with that. These 
farmers have fuel bills out there from last year. They have land 
payments from last year. They have cash rents from last year. And 
they are using part of this operating loan to pay those back bills, so 
they are short of the operating funds for this year. 

So we know in what position they are going to be this fall. They 
are not paying off their banks that should have been paid off with 
low-interest money a couple of years ago. High interest is killing 
them. They are paying, on these old bills, anywhere from 14 to 16 
percent money on the interest, and there is just not that kind of 
markup out there. 

A lot of these farmers are losing part of their farm operation be- 
cause they are not being able to pay their cash rents or pay on 
their farm payments. 

I am on many committees in my community. I am on the boards 
of directors of oil companies. I am on a hospital board. I am on the 
board of a credit union. Our hospital in Red Lake Falls was going 
to close as of 3 months ago. We did reorganize to a certain extent 
and are going to try to keep it open for another year. This is how 
beul it is out there. 

A lai:^e percent of the businesses are just going downhill because 
the farmers are not making any money and reconstituting their 
debts into a low-interest, long-term lo£Ui. 

I cannot stress enough that we reeUIy need help out there. Those 
farmers, it is not their fault that they are in this predicament, and 
I feel that these farmers have a better chance because they know 
their own land; they know their own operation. 

They used to call these people bad msuiagers if you couldn't 
make any money on there and farm. I will tell you what: Those 
bad managers went out there the first year of disaster. We are 
talking about 4 to 6 years of disaster. What is left out there is the 
good managers. 

Ail we are asking for is a chance to keep going. The FmHA is 
helpii^ us to a certoin extent, but it is not the full answer. They 
are only giving operating loans because the farm ownership loans 
are out. 

I ask for your support for H.R. 4610 because we need it desper- 
ately, and these farmers should stoy on the farm. That is their life. 

I thfmk you. 

Mr. Stenholm. Thank you, Mr. Brunelle. 

Next we will hear from Mr. Cecil Anderson, with the Thief River 
Falls Chamber of Commerce. 
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STATEMENT OF CECIL ANDERSON. THIEF RIVER FALLS 
CHAMBER OF COMMERCE 

Mr. Anderson. Good morning, gentlemen. 

My name is Cecil Anderson. I am, as you said, from Thief River 
FaUs. 

After a lot of discussion among different members of the cham- 
ber of commerce, we felt it was necessary to come and testify in 
support of this bill, H.R. 4610. 

I would like to, if I may, please, read a letter that was addressed 
by the chamber of commerce to Mr. Stangeland. It goes as follows: 

We, the Chamber of Commerce of Thief River Falls, Minneeota, support your bill, 
H.R. 4610, which would help relieve the current agricultural dilemma in northwest- 
em Minnesota due to the past 5 years of natural crop disasters. 

The deferral and rescheduling of agricultural loans is a vital must for the salva- 
tion of not only northwestern Minnesota farmers but also local businessmen. 

I would like to add a little bit more about what has happened to 
local businessmen here shortly. 



It is signed by the president of the chamber of commerce. 

I am the chairman of the Ag Committee for the chamber of com- 
merce this year in Thief River Falls. Also, I have been a business- 
man in Thief River Falls for approximately 12 or 12'/2 years. 

I happen to be a farm equipment dealer. It is a tough row to hoe 
right now in Thief River Falls. I am here to support this bill be- 
cause of ail the farmers that I have done business with in the years 
over the area. I can see what kind of troubles they are in. 

We need this because of the disasters that we have emd because 
the other tending institutions are getting very scared of Ag credit. I 
had a personal experience with a particular lending institution 
where Uie man had a chattel mortgage with them for his machin- 
ery. He owed $12,000 on his chattel line, and he had about $75,000 
worth of equity, he went in to borrow some money to make a pay- 
ment on a combine, and they told him, and they told me, also, that 
they were sorry, they were going to get out of this particular situa- 
tion, and if I wsis worried about equity in my combine out there, I 
should pay them the $12,000 and they would give me security in 
the total chattel line. 

So what is happening out there, basicsdly, is people are running 
scared, and they need some type of legislation or something so that 
we know where we are going. 

So what has happened to busings in this area? I have a letter 
here that is addressed to the Thief River Falls Chamber of Com- 
merce Agribusiness Committee, and it is from Terry Corniet, the 
Pennington County extension director. It has to do with some sta- 
tistics for our area: 

The following statistics are useful in substantiating the dramatic impact that 
weather-induced yield reduction of crops has had on Pennington Coun^ farmers 
during the past 5 years. This data, when expanded to the Thief River Falb trade 
area, indicates, likewise, the dramatic impact that it has on agribusiness and main 
street business firms, A similar if not even greater impact is experienced by smaller 
business communities within a 30-mile primary trade area and neighboring counties 
of Red Lake and eastern Marshall. 
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It goes on to talk about yields and stuff. I won't go into that. But 
there is one paragraph here that I would like you to hear: 

Using the commonly accepted multiplier of £7 for each dollar generated by sale of 
farm products, the stunning figure of $140 million per year, or $700 million in lost 
business activity over the pest 5 years, impacts on this community. 

We need some help. We are just not going to survive it this way. 
That is the msiin point of that. 

First of all, let me talk a little bit about the area town around 
within a 30-mile radius. There is Newfolden, Red Lake Falls, 
Grygla, and so on. Some of these towns have lost up to 25 percent 
of their business already. In fact, I had a farmer come in last week, 
and he said. You can't even buy a pair of overshoes in Red Lake 
Falls any more. Well, that's tough. I'm not sure if that is true. 
There is probably a little hearsay in that. But we are in trouble. 

What happens when we lose a business? The only statistics or 
figures I can quote are from my own business. You take what my 
business produced in tax revenue for the State and Federal Gov- 
ernments in 1982 and take a look at it, and this is before any 
income tax is paid if the business made a profit. This is just taxes 
that are there already, and they have to come from someplace. 
They have to come in the front door through the farmers, especial- 
ly in my business. 

You take the sales tax we collected in 1982. It was $101,906.42. 
We paid in Federal withholding emd Social Security tax, which is 
employee stuff, $64,444.17. State tax was another $15,312.10. Unem- 
ployment and Federal unemployment and real estate taxes, the 
total taxes that my business generated that are easy to recognize 
before any profit for the local, State, and Federal Government were 
$194,133.74. lliat had to come from someplace. It has got to come 
from the farmer. 

Now, if we keep losing these businesses, you are going to lose 
this revenue. In 1983, it was basically the same. It was down some, 
$176,186.77. We are good employees out there for you. We are 
working hard. We need a strong agriculture base so we can contin- 
ue to do this. 

Now, you can say, well, if it's tough times, go get a loan from 
SEA. What's the use to go get a loan from SBA if the base unit 
that you make your living on out there isn't there to support you 
any longer? You might as well lock your door. 

Now, I have taken my business from 1972, when I started it, 
from three employees to 21 employees. I am responsible for a lot of 
people. The problems that we are having in northwest Minnesota 
are not because of poor management or anything else. It is because 
of the weather. 

Like I say before, I have been in business 12 years. Most busi- 
nesses will fail in the first 3. I am here to support this bill, and I 
would appreciate your help. 

Thank you, gentlemen. 

Mr. Stenholm. Thank you, Mr. Anderson. 

Next we will hear from Mr. Iverson. 
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STATEMENT OF RUSS IVERSON, FARM ADVOCATE. MIDDLE 
RIVER. MN 

Mr. IvERSON. Thank you for letting me have the opportunity to 
testify today. 

My name is Russ Iverson. I am from Middle River, MN. That is 
in Marshall County. 

I am a farm advocate hired by the State of Minnesota to help 
farmers in dealing with the FmHA and working up their paper- 
work. I am also a farmer. I work as a member of the Watchdog 
Committee. We report to Willard's committee. We meet weekly 
with FmHA personnel to discuss problem cases, and we have a lot 
of problem cases. 

We, ourselves, as farmers have not had the expertise of working 
with FmHA that much, but in the past 3 months, we have gained 
as much knowledge as a lot of the FmHA ofHcials that we are 
working with who have been there for 14, 15 years. We have been 
forced into the situation to learn this information. We have had to 
take their rules and regulations and read them over and reread 
them. 

Despite all of our attempts to try to save some of these farms, we 
are not able to do so. We cam find ways of coming up with different 
loeins for these farmers to save their farms. The loans are there, 
but the funding is not. 

We are also now receivii^ an awful lot of requests from farmers 
who have had their farms paid for and, in the last 3 or 4 years, 
have gone into situations where they can no longer cstsh flow. 
Their equity is just about all eaten up. There wasn't enough fund- 
ing to begin with in the FmHA procedures to accept the total load 
of loans necessary. Now, with these people coming in, it is ever in- 
creasing. 

Due to the natural disasters in our area — and I am sure it is the 
same in a lot of other States across the Nation — along with the eco- 
nomic stress, the low grain prices, the interest rate crunch, you are 
seeing more and more people come to FmHA for help, and it is 
going to be a never-ending thing until something is done. 

We need this bill to give us the time to recoup some of our losses. 
We aren't going to recoup all of our losses until we start receiving 
a grftin price, a straight-across-the-board price for all farmers, and 
if cheap food is what this Nation wants, then we had better find 
some way of helping the farmer to stay on that farm to produce 
the cheap foods. 

The farm stress is something that, as a member of the Watchdog 
Committee, and being a farmer advocate, we have dealt with many 
numbers of people, and these people — there are families with at 
least one member of the family who is presently committed to an 
institution for a nervous breakdown. We have got families out 
there that are suicidal. There is nothing left for them. Their family 
farms are going. There is nothing they can do to stop it. 

The divorce rate is getting out of hand. People can no longer put 
up with the stress, and they are at each other's throats. The chil- 
dren in the families are drifting apart from their parents because 
the parents are struggling so hard to make ends meet that the chil- 
dren are going off on their own. 
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Medical requirements of families are there. Everybody hits got 
medical requirements. But in our area, medical requirements have 
to be set aside. We cannot afford to go to the doctor and have the 
proper treatment. We have people who are chronically ill with not 
disastrous diseases hut with diseases that should be t^en care of. 
We have families with psoriasis and arthritis that cannot get the 
medication they need to combat this, eind a lot of it is brought on 
by nervous strain. 

You see your life insurance policies increasing. It is a tough 
thing to say, but the only way some of these families are ever going 
to come out of debt is for one family member to die, smd they are 
increasing their life insurance policies in order to do that. Their 
medical insurance policies are being dropped because nobody can 
afford to pay the premiums. 

With the foreclosure threats from all lending institutions, the 
morale in the area is continually dropping. You have farms just 
continually deteriorating because they are not beit^ able to meet 
their commitments toward their debts. 

With a consolidation bill, it would give these people a chance to 
recoup, to get back on their feet, to start actually paying some debt 
insteeid of generating more all the time. 

The family farms are feeding millions in this Nation, and the 
people that are feeding millions are on food stamps. Now, it is not 
an easy thing to aay, but my family is on food stamps. But I will be 
damned if I am going to have my kids starve, and I will bend over, 
I guess, and tuck my tail between my legs and go in and get food 
on food stamps. I have no choice. 

There are homestead farms that are being lost, farms that have 
been in the families for 100 years. They are losing them. These 
people are in dire need of help. 

Now, the saying is that these farm families that are going out 
now will be replaced. There will always be somebody farming that 
land. Granted, there may be. But it isn't going to be one for one, a 
feunily coming back in and taking over that family farm. You are 
going to see corporates come in. You are going to see outside inves- 
tors come in, other nations coming in and buying land, which is 
happening. 

We have had people come up there supposedly from Missouri, 
looking to buy limd, and they aren't from Missouri. There are 
silent partners out there. There are all kinds of ways of getting 
around buyii^ land, and it is happening. 

Something that is another very touchy subject is the fact that 
farm violence is going to erupt. We have already had a banker and 
a vice president in Minnesota killed, and it is somethii^ I am not 
professing, by no means, but it is out there. You put a tiger in a 
comer and you don't feed it, and then you come up and you tell it 
you're not going to feed it for another couple of weeks, and if you 
can walk away with your hide, you're going to be doing good. 

Now, with all due respect, I would just like for the committee to 
think of their own families and their own homes when considering 
this bill. We are not farmers out there just as statistics. We are 
real people, too, and we do need this bill, and we need your help. 

I appreciate your time. Thank you. 
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Mr. Jones of TenneBsee. Thank you very much, Mr. Iverson. We 
appreciate your being here, as has already been said, and all of the 
other group from the State of Minnesota. 

Now I beheve the final witness is Mr. Jim Noyes of Erskine, MN. 

STATEMENT OF JIM NOYES, FARMER, ERSKINE, MN 

Mr. Noyes. Mr. Chairman, I am a farmer myself from Polk 
County, MN, which is up in the northern belt and also stricken by 
this problem we have all seen and heard a lot of, these disasters 
that have occurred over a period of years continuously in which, I 
guess, workit^ with the State as a State advocate, going out help- 
ing other farmers with financial problems, and becoming a person 
that you see farmers in the elderly age group calling at 2 o'clock in 
the morning, saying, there is no end, what do I do, you know, a 
continuous battle here. 

I think, if we all sit back and take a look at it, we've got a cancer 
out there that is growing, and it is growing faster than anybody 
can realize right now. We are headed for a big explosion in agricul- 
ture. There is nothing left for the farmers out there. 

I would say, if you took a true averse across the whole United 
States right now, farmers have nothii^ left. I mean, they have 
lived on inflation since 1975. They never made a profit; it was all 
inflation. They turn around and show PIK bushels coming in which 
the media picks up and shows them going to the family farmers 
and all the money being spent out there or given to these farmers. 

But these aren't the family farmers that are receiving it. The 
ones that are out there truly working and supporting this country, 
have served in our armed services to support this country, are the 
ones right now totally being destroyed out there, because large cor- 
porations of this kind can always survive. They have the ability to 
do it. The family farmer we are talking about is a family. It is not 
land, it is nothing else but a plain old family that has been sitting 
there for generation after generation on a piece of land, going by 
our Constitution to follow the proceedings that this country sete 
forth and supporting them. 

You don't see them out there rioting or trying to create prob- 
lems, emd it is a problem that has occurred. Right now they are 
here pleading today to get something started, to get some help 
going back for these family farmers. 

As congressional leaders, I am sure, when you go back to your 
own area, you've got to hear the cry out there. They have totally 
taken from the farmers any profits, assets that they have had left, 
in these disastrous arefis. 'Hiis bill here, this H.R. 4610, is only one 
stepping stone. It is going to help some of them to come out of it, to 
start the track going back the right way. It may be too late for ag- 
riculture in the United States. I don't know, but you talk to a lot of 
economists, and it is a shame what this country has done to etgri- 
culture. 

I guess a few of the things I would like to mention here, most of 
them have been covered by people here, but we have a problem out 
there. We haven't seen the bottom end of this because we have so 
mtmy people right now in rural America going without, period — 
food, mental assistance. You turn around and you see people's 
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teeth falling out, and we are talking yout^ kids. What have we 
done to them? 

Where do our lives start and begin? Either we work as a group 
or set a few things aside. We've had a lot of politics involved here, 
but we have hit the end of the ropes. I mean, I am saying that 
before election time this fall, there are going to have to be a lot of 
chemges in agriculture for us to withstand and go forward again. 
Otherwise, I think it is just too late. 

The whole thing on the congressional leaders sitting here today 
and many more of them that are not here today, we have to real- 
ize, you are the ones that the collision is headed for. The farmer 
they can wipe off, they can force off the farm. But somebody has 
got to answer for it somewhere down the line, and it all goes 
back — we end up with the taxpayer that feels they are paying the 
burden; the farmer feels he has given up; we have had embargoes 
put on farmers; we have had these disastrous years continuously 
without the regulations, or the regulations setting there but with 
an administration that will not act upon them. 

Congress can make all kinds of laws, but we are sitting there 
with nothing to say that they are going to do these. It is laying 
there but the farmer doesn't have the money to go enforce these 
lays. We have got to have people, when the law is made, something 
to say to them that, hey, this is what is going to be done, instead of 
sitting there for 1, 2, and 3 years. 

You take the economical emergency money issue. The congres- 
sional leaders forced the administration to put this money out 
there in direct loans and guaranteed loans, and a lot of farmers 
went out of business waiting while people were going back and 
forth on this, and these are American family farms. Farmers Home 
was set up to be the last-resort borrower to the farmer, and we 
have failed in this process, too, because the regulations, the tools 
are all sitting there. 

Two weeks ago I was out here and we were requesting some 
more farm ownership funds to go into the State or into the farm 
system so we could help maintain these until we can straighten the 
problem out, get e^iculture going back the other way. 

I W£i3 told that commodity prices are OK; it is the interest that is 
killing the farmers. I mean, to me, we are looking at one of the 
most stupid issues in the world. Commodity prices are not OK. 
Let's face it. Why are farmers in this trouble? You can have a dis- 
aster; you can turn around and, all of a sudden, have a farmer, and 
he can suffer 1, 2 years' disaster without borrowing money from 
the Government, if we got a price for the product we are raising. 

This country was founded and based on things that come out of 
that good old soil, the foods we produce for other countries, but yet 
this country can turn around and send out money to El Salvador, 
guaranteed money that bankers have put out in other countries, 
but yet they cannot put any money back into agriculture in the 
United States. We have got to have a problem, and I think we are 
all facing this. 

Until we face up to this, there is not going to be any rural Amer- 
ica left. We are losing business left and right, and I think when 
you sit down and face this yourself and look in your own area, 
throughout the United States — I am an advocate for Minnesota. I 



Digitized byGOOgle 



24 

have had calls from Missouri, farmers crying for me to come down 
there, willing to pay my way down there. I cannot handle all these 
people, and I am a farmer myself trying to help local guj^ because 
we have hit the problem where FmHA cannot turn around and 
follow the procedure that is setting forward in front of them unless 
you go and enforce it or sit down with the farmer next to you in 
the office to maintain the policies that were set forth by this ad- 
ministration or other administrations before this. 

When you have got people like this and you are dealing with this 
here, time is very essential. We are out of time r^ht now. We also 
have people sitting there that, come this fall, will not have a place 
to go because they are going to be forced off their farms. 

I would like to say one thing here, I hope — coming from many 
hearts of many family farmers out there — that you will take the 
testimony you receive today into some very serious consideration 
because, by fall, you are talking several families, lives, children, 
the whole works out there, business, banks, and until it happens to 
all, it seems it has to go so deep and so far before we realize today 
in America what it takes to convert this and turn it around, and it 
is too bad. 

I guess I would like to thank the subcommittee for letting me 
testify today. I have gotten off here In a few fields that I guess 
have been on my chest for a while and farmers have concerned me 
with. But we have to sit down and listen. It is time to take and 
throw politics out of it and turn something in agriculture and get it 
going in the right way. 

I thank you. 

Mr. Jones of Tennessee. Thank you very much, Mr. Noyes. We 
appreciate your statement. 

I believe that completes the panel of witnesses. Mr. Stenholra, is 
that all of them? 

Mr. Stenholm. Yes. 

Mr. Jones of Tennessee. While you are here maybe we can com- 
plete the questioning of the panel by members of the subcommit- 
tee. 

Mr. Weaver, I yield whatever time you may need. 

REMARKS OF HON. JIM WEAVER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OREGON 

Mr. Weaver. Thank you, Mr. Chairman. 

I have no questions because the testimony was sufficient unto 
itself It was deeply moving testimony and words that badly need 
to be said here in the Congress. 

The first duty of Government is the security of the food supply of 
its people, and in order to do that, we must make sure our farmers 
stay on their jobs. It is a tragedy— it is worse than a tragedy; it is a 
travesty — that hard-working, risk-taking people such as yourselves, 
producing the only essential good there is, food, are being forced 
out of business not through your own fault. 

We have to face up that agriculture is a depleting resource, as 
we do away with our soil and our water, but farmers are a deplet- 
ing resource as well. We are crushing them; we are throwing them 
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out, the best and the most hard-working group of people we have in 
this country. 

And I agree with you, Mr. Noyes and others, completely. The cul- 
prit is price, because when you have a small surplus, a 2-percent 
surplus, the price doesn't go down 2 percent; it goes down 50 per- 
cent. And until people realize that and we get the farm prices up to 
where they should be, we cannot have a stable and secure food 
supply. 

llie risks are so great already in agriculture. It is too much to 
expect our Government to allow depressed prices to force our farm- 
ers into bankruptcy. I can tell you, do what you are doing now. 
Raise as much Cain as you do com. We have got to change farm 
policies in this country. We must change them. We must make 
sure that prices are raised to the point where farmers can stay in 
business. That is the key. 

Unless and until this Congress and this administration, any 
administration, meets that problem, we are going to wreck our 
agriculture. Your testimony today is such that it may already be too 
late. We must act. 

So I thank you for coming. I, for one, am certainly, if I am here 
the next session of Congress, one that will be working for a farm 
bill that is completely different from the ones we have had in the 
past because they haven't worked, eaid we are going to have to 
make them work to keep our agriculture. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Mr. Weaver. 

Mr. Skeen, do you have any statement? 

Mr. Skeen. I have no statement. 

Mr. Jones of Tennessee. Mr. Bedell. 

Mr. Bedell. I only want to thank them for coming. 

The question I am asked by my constituents frequently in Iowa is 
whether or not Congress realizes the magnitude of the problem in 
agricultural and rural America, and you folks performed a great 
service by coming in and trying to help point it out, which I think 
you have done very, very effectively. 

So I just want to express my gratitude to you for coming in, and 
for the testimony. 

Mr. Jones of Tennessee. Thank you, Mr. Bedell. 

Mr. Morrison, do you have a statement? 

Mr. Morrison. Mr. Chairman, I do have just a couple of brief 
questions. 

Some of us on the panel are farmers, too, so we would immedi- 
ately say, well, what sort of sequence of natural disasters have oc- 
curred that have reduced your production to the point that you 
have described? 

Mr. ZuTZ. In northwestern Minnesota, we started out with a 
drought in 1980. It cut our production down to nothing. A drought 
was easier to live with than the monsoons that followed in consecu- 
tive years afterwards. In a drought year, you can get the land pre- 
pared for the next spring's work and, hopefully, get another crop. 
After that, the rains started coming in the consecutive years, and 
in those years, the crop was left out in the field. The fields aren't 
prepared for the next spring. Spring planting in northwestern Min- 
nesota doesn't work. 
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Mr. NoYES. Sir, I would like to add one thii^ to that. The prob- 
lem all started in 1980 with the embargo. That is where the basic 
downfall of farming started, and it has been going downhill from 
that point on. 

Then we went into the disasters for 4 or 5 years in a row. So it is 
not just one thing; it is a whole combination of things that started 
this whole action. 

Mr. Morrison. Thank you, and I appreciate your replies. The 
committee does recognize, of course, that there are a number of 
factors involved. Your panel has been most thorough in represent- 
ing those. 

The combination of rains that you have had — has anyone talked 
about changing weather patterns? Are you convinced that this is 
sort of a fluke and that it is going to go away? 

Occasionally, in the Northwest, we see some patterns and are 
forced to shift out of certain crops because of what seems to be a 
new thing that may be with us for 10 years or, maybe forever. Has 
that been discussed at all in your parts of the country? 

Mr. Brunelle. 

Mr. Brunelle. 1 have been farming, like I say, for 27 years. I 
have never had a disaster before, until the last 4 years, and 1 have 
had 4 years of disasters in a row. But 1 have never had a disaster 
before that. 

Mr. Morrison. So this is an unusual circumstance? 

Mr. Brunelle. Yes, it is. 

Mr. Morrison. And Mr. Stangeland's bill recognizes that 
through its consecutive disaster declarations. 

Mr. Brunelle. Yes, it does. That is the reason we farmers are 
going downhill so fast. We could take 1 or 2 years of disasters. We 
have proved that, because we are still here after 4 years of disas- 
ters, and 5 years. 

If nothing is done immediately, we are going to be done this fall. 

Mr. Morrison. Mr. Chairman, maybe I could have the latitude 
just to mention one thing to the pemel, and that is that we face 
some significant problems here, too, because our costs of agricultur- 
al programs have gone up from about $500 million per year— which 
sounds like a lot in the 1970's— to $4 billion, and to, last year, $22 
billion, and this year, to $30 billion. 

We face, as members of the Agriculture Committee, a Congress 
that is not going to look too kindly on that sort of increase in ex- 
penditures. The problem, of course, ia we could all say, well, that 
money is obviously not being distributed; it is not doing the job. We 
recognize that. We accept the challenge of that. But it is going to 
be difficult to come up with more money from Federal sources 
coming directly back to farmers. We would hope we could improve 
markets, as Congressman Weaver says, so tliat there can be a 
return there and farmers will take their risks. 

Mr. NoYES. I would like to come back a little bit on that. I would 
like it to be noted that on the farm bills or the amount of the 
budget that is going for the farm, how much of this is CC loans, 
which always get paid back with interest? The percentage is about 
92 percent of the loans get back paid or the grain gets turned over 
to the Government. So it is of no cost to the Government, basically, 
because the interest is being picked up by the farmer. 
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And, one thing, if the pie was split up in the proper proportions, 
we would find that we do not have as much money going into agri- 
culture as it shows that is going into agriculture, and I think this 
is one thing that should be separated so we can realize the facts 
that are actually happening. 

Mr. Morrison. That is a point that the committee is very aware 
of. However, it doesn't begin to make up for the actueil total ex- 
penditure, and I am just saying that because we are under a great 
deal of pressure, too, to find ways to reduce the costs that are going 
into agricultural programs in the country. 

Mr. Chairman, I appreciate the time. 

Mr. Jones of Tennessee. Thank you very much, Sid. We appreci- 
ate your questions. 

Mr. Stenholm. 

Mr. Stenholm. Mr. Zutz, or anyone on the panel. What has been 
the actual effect on ASCS yields over the 4-year period? Give me 
some examples of what was a proven yield, wheat yield. 

Mr. Zutz. In Red Lake County 4 years ago, the average ASCS 
yield for wheat was 35 bushels. Right now our proven yield is down 
to 29. This affects us directly on the PIK payments or any deficien- 
cy payments that come out to the farm nowadays. 

Mr. Stenholm. After 4 years of total losses, you still have a 29- 
bushel yield? 

Mr. Ztrrz. That is right. 

Mr. Stenholm. So the formula, then, in the yield process is pro- 
tecting you fairly well. 

Mr. Zutz. Come again? 

Mr. Stenholm. I said the formula that is used in determining 
proven yields or pay yields in the ASCS office has served you fairly 
well. 

Mr. Zutz. Eighty percent of a total loss you get to average into 
your yield, and that has helped us out quite a bit. 

Mr. Stenholm. What has been the rate of signup in the Federal 
Crop Insurance program, and how has that been of benefit? 

Mr. Zutz. The Federal Crop Insurance program in northwestern 
Minnesota is a disaster in itself. 

Mr. Stenholm. Why? 

Mr. Zutz. The premiums are too high and the coverage is too 
low. 

The last 5-disaster years that I have suffered up in northwestern 
Minnesota, I would not have been able to collect 1 penny from Fed- 
eral Crop Insurance. I would have been another approximately 
$150,000 in the hole just from the premiums. 

Mr. Stenholm. Even under the disaster conditions you each have 
described on your farms, were you insured, you would not have 
been able to collect a penny of insurance? 

Mr. Zutz. That is correct. 

Mr. Stenholm. Is that the same experience? 

Mr. NoYES. Basically, the Federal Crop Insurance is not set up to 
cover the farmer out there right now. Your input costs have gotten 
so high that you cannot cover it under the Federal Crop, and in 
order to go in and prove your yields for 5 years or 10 years, you 
see, you are up against these disasters in there, and it may show a 
29-bushel yield, but when he stated 29-bu5hel yield, that was the 
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county average. You've got the northwest part of the county. The 
part that really got hit, let's say, in a large county in the center, 
these farmers are sitting — it goes back on individual history to the 
farm. 

Mr. Stenholm. Let's talk about your own personal farm, Mr. 
Noyes. What was your yield, farm pay yield, ASCS yield, in 1980? 
What is it today? What is your Federal Crop Insurance proven 
yield? 

Mr. Noyes. Sir, I have not carried Federal Crop Insurance on my 
land because I cannot afford it, when I put it into the operation; 
there is just no funding to pay for it with the input costs I have to 
put in to raise a crop. 

I have established my yield. In my area, there are certain areas 
where my wheat yields are basically good, but I can go 7 miles west 
of me, and you are looking at farmers with individual yields at the 
ASCS office of 15 bushels. 

Now, 15 bushels is a disaster to start with, and these are the 
farmers we are talking about. Not every farmer haa had this. I 
have had a problem with some frost on corn. I have lost some other 
crops in this area in my own personal farming history. But we 
have farmers out there that have lost total crops for 4 years, 5 
years, and these are the farmers that are really being stricken 
right now. where Federal Crop — the other day I just had the Feder- 
al Crop man out, and I sat down with him. I would be given on my 
farm 21 bushels that they would pay me for. I have a 40-bushel 
proven yield, and that is what 1 can get back out of that, or 75 per- 
cent of it, depending on which you want to take, the high or the 
county average or what they will give you. But you have to go back 
10 years to prove this yield. 

Mr. Stenholm. But say in the last 5 years. First off, what is your 
main cash crop, Mr. Noyes? 

Mr. Noyes. Mine is corn, wheat, barley, and sunflowers. 

Mr. Stenholm. All right. We are talking about wheat. Let's stay 
on wheat. How many acres of wheat are you farming? 

Mr. Noyes. This year I will be planting 445 acres. 

Mr. Stenholm. 445 acres? 

Mr. Noyes. Yes. 

Mr. Stenholm. Did you participate in the farm program this 
year? 

Mr. Noyes. Yes. I didn't have any choice. I was told by FmHA I 
had to, which has been consistent. I have to. 

Mr. Stenholm. Fifty percent? 

Mr. Noyes. Yes, 50 percent to cut down on the inputs we've got 
to put in the ground. 

Mr. Stenholm. Now, your yield on your farm this year, proven 
yield, with the ASCS is 40 bushels? 

Mr. Noyes. Thirty-nine bushels. 

Mr. Stenholm. Thirty-nine bushels. You have a proven yield of 
39 bushels, but not where you have had a disaster for 4 years. 

Mr. Noyes. The yield has been proven, sir, before the disaster 
and over the period. I had enough to carry forward into it. That 
carried me to this. Now, I haven't turned in my proven yields for 
this year, so we are only going back as far as 1983 on that 39. 
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Now, when I turn in last year's, it will drop. It will drop, they 
told me, by about four bushels just from 1 year's disaster. 

Mr. Stenholm. But for this year, where you have a proven yield 
of 39 bushels, when you talked to the Federal Crop Insurance 
agent, whoever he might have been, and you looked at the premi- 
um and the cost, it was your judgment that the insurance would 
not be of benefit to you? 

Mr. NoYES. If I took the high yields with the yields using the 39 
bushels for a base, I could receive in my area, because it has been 
in a disaster area, which they take into consideration, I could re- 
ceive $101 to the acre, would be what I could insure it for, at a cost 
of $7 and some cents an acre. 

OK, with that cost, my inputs without Federal crop insurance 
added to them — and these are basics, now. We are talking taxes, 
the help, not counting anything for family living, but the inputs 
alone run $92.50 an acre, just for fertilizers, chemicals, seeds, and 
this way. 

We turn around and we have to take at least 6 months' to 9 
months' interest on that at today's current rate, so we are talking 
about $5 or $6 an acre cost. If I add the Federal Crop Insurance, 
then I am in the hole before I get my crops off the field. 

We have had anhydrous Eunmonia, fertilizers this year, and I 
think it is nationwide, that have gone up $55 a ton. Our costs have 
continuously gone up. I mean, there is no bottom line to it. You 
can't have one segment of the economy going one way and the 
inputs and all the costs going into raising these bushels the other 
way. We have to turn around and try to find a feasible means for 
price structuring of this stuff to put in. 

These inputs I was telling you about are accurate, and it is not 
counting any land payments or anything into that input cost. 

Mr. Stenholm. Mr. Elseth, do you want to comment? 

Mr. Elseth. Talking about Federal Crop Insurance, my farm, the 
wheat yields the last 2 years are in the neighborhood of 22, 23 
bushels an acre, and that for us is disastrous. If I were to take out 
Federal Crop on my wheat acreage, all I could collect on is 19 bush- 
els an acre, and the premium rates are exorbitant. 

So there really isn't any benefit for me to take out Federal Crop, 
because 19 bushels is disastrous, and even in a disaster year, I ceui 
usually achieve those yields. 

I had a neighbor across the road who averaged only 8 bushels 
last year. He got hit with wat«r a little bit harder than I did. Still, 
it is not to our advantage to be taking out Federal Crop. It doesn't 
do us any good. 

Mr. Stenholm. I can certainly understand that with an 18- or 19- 
bushel yield, but I am having difficulty with the numbers on a 39- 
bushel yield. 

Mr. Elseth. Well, I think the 39-bushel yield average is excep- 
tional, because in the five-county area 

Mr. Stenholm. Let me pursue that. I mean, I eigree; everyone 
eigrees to that. But I want to pursue a line of thinking because it is 
very important to us as we deliberate on the Federal Crop Insur- 
ance program later on, which also comes under this subcommittee. 

Mr. Elseth. Sure. 
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Mr. Stenholm. But I think I have missed something, Mr. Noyes. 
If you are saying the variable cost is $92.50 per acre of wheat for 
you, that doesn't include rent on land. 

Mr. N0YE8. No; it does not. 

Mr. Stenholm. All right. So if you are eissuming a 39-bushel 
yield, standard rental is what, one-third? 

Mr. Noyes. I didn't catch that. 

Mr. Stenholm. Rent one-third? Is that what you do in Minneso- 
ta, the standard rent? 

Mr. Noyes. Most of the rent I pay myself, personally, is cash 
rent, and it is based on an avereige of close to— in our area, it is 
running between $30 and $40 an acre. It is down now. 

Mr. Stenholm. So your cost per bushel is running you about 
13.60. That is about what it costs you. 

Mr. Noyes. That is conservative, sir, because I have done a lot of 
ditchii^ and a lot of improvements on my land, and I have 
watched my costs. I mean, these are very conservative costs. I have 
a cost estimate with me if you would like to see the breakdown ex- 
actly on it. 

Mr. Stenholm. I agree with you, it would be very conservative, 
and I further agree that we are talking about an unusual yield in 
this situation. 

But I still want to go one further point. In your rationale, now, 
by signing up in the program, you were guaranteed $4.38 a bushel 
target price. You have made that decision. You say your lender has 
forced that. 

Mr. Noyes. Well, sir, guaranteed yes or no, but if 

Mr. Stenholm. Well, supposedly, theoretically, which doesn't 
always work, usually doesn't work. 

Mr. Noyes. Yes; I have been guaranteed $4.38 under the new 
program. 

Mr. Stenholm. But yet, in your judgment, to spend $7 per acre 
to guarantee a $101 return, theoretically again, was too much addi- 
tional cost and would have put you in the hole? 

Mr. Noyes. No; I am not saying that. What I am saying is, the 
costs to cover it are not there, because to me, a 22-bushel yield, I 
raise that. I have got proof of raising that. So why should I put the 
$7 in there? I should protect it more with hail insurance, some- 
thing for a total wipeout other than this here, because I can do it a 
lot cheaper with hail insurance, other than Federal Crop. I do 
carry hail insurance. The figures I did give consisted of about a 
$5.50 an acre cost for my hail insurance. So that is figured into the 
total dollar eunount per acre cost of raising that crop; it is f^fured 
in there. 

The figures that I did give you, now, do not reflect any land pay- 
ments or any overall indebtedness of interest or any capital return 
on my investment. It is the exact inputs that have to go into that 
ground and which I have had to cut back due to the disastrous 
times. 

If we get the weather with us, I csm raise the yield I have on the 
fertilizer I am putting in. But I am still starving the crops, so if we 
did get the weather where I could get that 60-bushel yield, I have 
had. to cut back and I would not be able to obtain that with the 
inputs I am putting in for this. 
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Mr. Stenholm. Minnesota sounds like west Texas to me. 

Mr. ZuTz. Could I interject? 

Mr. Stenholm. The rationale is very much the same. 

Yes? 

Mr. ZuTZ. The problem is, everybody is so strung out with little 
or no equity left. If worse comes to worse and there is another dis- 
aster next year where a person would be able to collect on Federal 
Crop Insurance, he wouldn't be around to collect from it, anyway, 
because it wouldn't pay the bills and they would foreclose on him. 

Mr. NoYES. Sir, if you would have eisked me on com, I could have 
given you a lot better figures because in 1982, which I am still suf- 
fering from, I wafi caught in a split county. In other words, by a 
split county, part of my farm is in Red Lake County and the other 
part is in Polk County. 

Mr. Stenholm. If you would, for the record, I wish you would 
submit to the committee your f^res on corn, and any of the 
others who are on the panel who have some f^ures along the line, 
we would appreciate having it. 

Mr. NoYES. All right. On corn, now, I have never been able to 
prove my yields because I have gotten caught with the disasters. 
One year, in 1982, we got a frost I think it was the 10th or the 15th 
of August, which is irregular for our country. It happens maybe 
once in 10 years. But we got caught with an early frost, and I went 
out there, and I had 15-bushel corn to harvest, and I will tell you, 
normal yields would be in our area, in my part of the county, we 
are talking roughly, I would raise on the average crop 87, 90 bush- 
els, right in there. 

To go down to 15 when you have turned around and put close to 
$140 an acre into the ground and be caught with regulations sitting 
back through Farm Home, and being I lived in two counties, the 
county you lived in had to be declared a disaster. Well, if it wasn't 
30 percent of the farmers, it didn't get declared. So I couldn't qual- 
ify for the other county, so I have received nothing from this 1982 
disaster, and I feel the program was designed to help farmers when 
this did happen, and I sat there, and totally, to this day here, it has 
cost me close to $60,000 in interest over the last 2 years due to this, 
which is added to my debt load, which I have had no total control 
of. 

Mr. Jones of Tennessee. I think we will have to move on to the 
next member of the subcommittee for questioning. 

Mr. Gunderson, you are recognized for whatever statement you 
might want to make. 

Mr. Gunderson. Thank you, Mr. Chairman. 

I am just going to be very brief. I think the testimony has all 
been excellent, and I think it is sensitizing for those of us on the 
committee. 

I think that it is important that you come here so that we under- 
stand what is going on. However, I would be remiss if I didn't echo 
the comments of my colleague from Washington that it is equally 
important that when you return to Minnesota, you try to explain 
to your colleagues in agriculture what is going on here in Washing- 
ton. 

We are your friends. We are all on this committee because we 
represent rural areas, and we have the same interests that you do 
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in trying to provide a productive, healthy agriculture base in this 
country. 

But I have got to tell you, we have some real problems here in 
the Halls of Congress. As you are looking at what you are talking 
about this morning, one thing is the Disaster Emergency Loan Act, 
which I think has a great deal of merit. But, you know, we have 
got to get beyond just loans. We have got to get to a viable plan 
that is going to allow those loans to be repaid. 

That gets into the commodity support program. It gets into ade- 
quate prices. And that is our challenge. I have got to ask you as 
wheat and corn growers the same thing I ask my dairy farmers. 
We have got two alternatives in 1985: Adequate support prices and 
strict production controls, which I don't find many farmers liking, 
or the alternative of a completely free market system which allows 
you to have unlimited production but at significantly reduced 
prices. 

That is the scenario that we face in 1985 that I think is even 
more important than the loans, because it will determine whether 
or not loans can be paid back. 

I know Mr. Brunelle would like to comment, and I would be in- 
terested in his remarks. 

Mr. Brunelle. Yes; I keep saying that to my farmers. We need 
loans so we can keep those farmers there, so we can look for that 
good price you are talking about. But we have to be there, and 
without these loans, those farmers are not going to be there. 

Mr. GuNDERSON. That is all I have, Mr. Chairman. Thank you. 

Mr. Jones of Tennessee. Thank you very much, Mr. Gunderson. 

Mr. Tallon, do you have any questions? 

Mr. Tallon. Thank you, Mr. Chairmfui. 

I would like to thank all these gentlemen for coming to testify 
and telling us about your situation. We are all deeply concerned. 
We do have a farm credit crisis in this country. 

Also, as other colleagues have expressed, we have got to maxi- 
mize the loi^-term opportunities in farming for profit. It is some- 
thing that has to be done if these loans are going to be paid back at 
all, and restructuring any debt. 

Mr. Brunelle, I think it was you that was talking about earlier 
that you had met with Secretary Block and Mr. Shuman, the Ad- 
ministrator of Farmers Home Administration. Did you talk specifi- 
cally about H.R. 4610 to Mr. Block or Mr. Shuman? 

Mr. Brunelle. No, we didn't at that time. We were looking spe- 
cifically for farmer ownership money, getting it out of water and 
sewer or housing like he did this year. Now, Mr. Shuman said he 
couldn't do that; we had to go to Block. We had the meeting with 
Block. We got the answer just the other day. Secretary Block said 
he would not do this. 

Mr. Tallon. Excuse me. He said he would not do what? 

Mr. Brunelle. Take the money out of water and sewer and hous- 
ing and put it in emergency farm ownership. So we are out of farm 
ownership money. There is no money there. All we have are oper- 
ating loans. 

Mr. Tallon. Right. 

Yes, sir? 
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Mr. NoYES. I would like to add one thing to that. In the State of 
Minnesota right now, as of the first of April, the State had ap- 
proved loans sitting down there, with more to come in, but right 
now, there was $40.5 million sitting there with approved loans and 
no funding to take care of the farmers sitting out there. That tells 
you a little something about how bad it is. 

Mr. Tallon. We have that same problem in South Carolina. 

Again, I just thank you all for being here today. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Mr. Tallon. 

Mr. Durbin. 

Mr. Durbin. Thank you, Mr. Chairman, and thank you, gentle- 
men, for coming here today. 

I am from Illinois, and we have some problems, not to the magni- 
tude of some of the other areas of the country. 

I would like to ask anybody on the panel, are there any foreclo- 
sure aales now taking place? Is anybody buying land if someone 
else loses it? Mr. Elseth. 

Mr. Elseth. There are foreclosures. Maybe some of the other 
members of the panel here know of any sales of the foreclosed on 
land, but not that I know of. I know there are foreclosures, but 
whether that land in turn is being resold, I don't know. I haven't 
heard of any yet. 

Mr. Durbin. That is a question that has been on my mind, be- 
cause as the economy goes bad on the farm, the question is, who is 
going to buy it? Obviously, the person buying it has an optimistic 
attitude about what they csin do with it. But if no one is buying it, 
then you have to say you've got a problem that is endemic to that 
sector. 

Mr. Anderson. I can probably shed some light on that. I have a 
newspaper article from the "Thief River Falls Times that gives the 
ag statistics on what has happened to the farmable land in Pen- 
nington County within the last 4 years, and it shows that the 
farmable land has gone down in acreage, so what I would say, in 
some answer to your question, there is nobody farming it. 

Mr. Durbin. The land is vacant? Is that what you are saying? 

Mr. Anderson. There is less crop land in Pennington County 
today than there was 4 or 6 years ago. 

Mr. Durbin. Do you know by what percentage? 

Mr. Anderson. I have the ftgures in the newspaper article, and 
you could figure it out. I will leave that with you if you would like 
it. 

Mr. Durbin. Thank you. 

Mr. Bedell. Will the gentleman yield? 

Mr. Durbin. Yes, I will be happy to. 

Mr. Bedell. I can tell you that in my district in Iowa, indeed, 
there are still, in April, farm sales, forced sales of land going on. 
The problem is a very great lack of buyers. We have had cases 
where land hsis sold for as little as half of what it would have sold 
for 2Va years ago in my district. 

Mr. Elseth. There have been some foreclosures by FmHA, and 
FraHA does not seem to be wanting to put this land up for sale. 
Why it is hanging onto it, I don't know. 
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Mr. DuRBiN. There is a Federal court decision involved in some 
of that particular process, if I am not mistaken. 

I would add, too, that I think Mr. Stenholm's questions were ex- 
cellent, and I would love to be sitting here and hear one witness 
appear before this committee and say that Federal crop insurance 
is a good deal; I'm glad I bought it; and I'll buy it every year from 
now on because it makes sense. I have yet to hear that. 

I know most of us in our line of work, whatever it is — business, 
or life insurance, or driving an automobile — always think in terms 
of insurance as a necessity. But to think that you would go out in 
your venture of farming and, like most of your colleagues and most 
of your peers, judge from the outset that crop insurance is some- 
thing that you cannot afford and should not buy, tells me there is 
something fundamentally wrong here. 

If that crop insurance system had worked the way we all hoped 
it would work, you might not even be here today. You might have 
bought the premiums down the line and taken care of your prob- 
lems. We wouldn't be sitting here trying to devise a pr»^ram to for- 
give your debt for 5 years. I would rather be doing that, gentlemen, 
because the district I come from has got some farmers in trouble 
and we have got some businessmen in trouble, too. They would love 
to have a 5-year forgiveness on principal and interest; and some 
unemployed workers who would love to have somebody pay their 
mortgage for 5 years. 

We are really up against it. Mr. Gunderson, who has left at this 
moment, raised a point that I hope you will take home, too. You 
are dealing with friends; you are preaching to the choir when you 
come to this committee. But we are also de2iling with a Congress 
where 75 percent of the Members don't have rural constituencies, 
and we are also dealing with a Congress that faces a deficit that is 
out of control. And when we try to find ways to help you, those 
political realities are staring us right in the face. 

Mr. Bedell. Would the gentleman yield further? 

Mr. DuRBiN. I would be happy to. 

Mr. Bedell. I do have constituents who swear by Federal crop 
insurance. They are constituents who can prove their yields, and 
the premium cost is the same, but the coverage is very much great- 
er if you can go in and prove that your yields are greater than the 
county aversige, and they get a lot more coverage for the same 
price as the other farmers who do not have proven jdelds. 

One of the problems is, it is difficult to get proven yields if you 
had poor crops in recent years or if you are a livestock person, and 
those are the people in my district tliat would need it most. 

Mr. NOYES. You have to remember one thing, though, sir. When 
they draw that little circle on their maps, this determines what 
their maximum yields are, whether it is proven or what it is. You 
will not get the full benefit to that area, depending on the previous 
history of the land. 

Mr. Bedell. On Federal crop? 

Mr. NoYES. On Federal crop. It has a big variance on it. They've 
got little zones all over when they come out to give you these, and 
if you have been in a disaster area, you are going to get less than 
the guy that — from your normal yield, you will still get less than 
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you started with, just because you are in that area, whether you 
had gotten these crops or not. 

Mr. IVERSON. Mr. Durbin, I would like to go back to your point 
there. 

In my area where I live, within the 10-mile radius, there are 5 
farms that have gone out of business in the last 2 years, and none 
of those farms have been bought back. They are still sitting there. 
One is tentatively being leased by FmHA to another farmer. He 
was a farmer that had applied for a dairy loan 2 years ago and 
never received it. It was postponed and postponed and postponed 
until finally there were no more beginning dairy farms that would 
be established. The man had already had his cattle, his heifers 
bought up and had them bred and had to do something with them, 
so he rented a barn until this land becEime avEiilable. 

One other thing I would like to go into, sind that was on the Fed- 
eral crop. I mean, I don't want to keep bringing this back up, but 
on the Federal crop in my particular instance, I started farming in 
1979, I had been working as labor before that. 

I cannot take out Federal crop From an economic standpoint. It 
just doesn't make sense for my business, because the man that was 
farming my farm prior to my coming there was 78 years old. He 
didn't have any kind of a yield to base it on. 

Since I came there in 1979, I had a wheat yield of 32 bushels an 
acre in 1979; I had zero in 1980 from the drought; I had 56 bushels 
an acre in 1981. I had 15 bushels in 1982 and 8 bushels an acre in 
1983. 

In 1980, if I had taken it out, I would have gotten something, but 
it still wouldn't have been anything, because you would have to 
base it on the prior years, and his prior-year base was 26 bushels to 
the acre. You take out the Federal crop for the specific township. It 
is substantially lower than what the ASCS established record is. 
On corn, for Instance — I also raise corn, and my established ASCS 
record is 58. But the Federal crop for my area is only 41, That is 
their base. I only get paid on 26 bushels to the acre on corn, and 
my yields — I have only grown corn for the past 3 years — my yields, 
I would have collected 1 year out of the 3, because in 1981 I had 70 
bushels to the acre; in 1982 I had 26; in 1983 I had 29, It just 
wouldn't have paid. 

When you are looking at a cost in my townships of $9 an acre for 
the cost of the insurance, it just doesn't make any sense to pur- 
chase that insurance.' 

Thank you. 

Mr. DuHBiN. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you, Mr. Durbin. 

Mr. Stenholm, did you have one more question? The Chair will 
entertain one more question. I think we must move on. 

Mr. Stenholm, Yes; I just wanted to clarify the record in regard 
to the Federal crop insurance premium cost of $7, and yet you were 
insuring for hail for $5.50. Are you meaning to say that if you took 
Federal crop, which includes hail and fire, it would cost you $12.50? 

Mr. NoYES. Right. They have come now with a new policy this 
year where it covers the first 50 percent, added on, whicn is about 
$3 to $4 an acre for adding hail coverage for about 50 percent of 
the top end of the crop. 
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There is a new policy that has come out thia year, but normally, 
hail would be more effective insurance costwise and in the feasibili- 
ty of it. It would cover me a lot better, because a 22-bushel yield for 
m^ inputs, you have to have the money to cover the inputs to start 
with, and if you start taking more of them out of there, and let's 
say I had a loss, I could lose the whole works, and Federal crop still 
wouldn't cover my input costs. 

Mr. Brunelle. Sir, if I may add 

Mr. Jones of Tennessee. Thank you, Mr. Stenholm. 

Mr. Brunelle, make it brief please, sir. 

Mr. Brunelle. I juat want to make one comment on Federal 
crop. I agree with Mr. Zutz. It is a disaster in itself. I have people 
in my area that are paying near $10 per acre premium for $12 cov- 
erage on wheat, I mean 12 bushel to the acre coverage on wheat. 
Now, that doesn't make any sense. 

Mr. Jones of Tennessee. Let me say to you, Mr. Brunelle, you 
will find people who are in disagreement with you as far as the 
Federal Crop Insurance Program is concerned because it depends 
upon where you are, it seems. In my State, it works pretty well. 

Mr. Brunelle. May I add, it is because of the disasters, so many 
disasters in a row that are causing this. 

Mr. Jones of Tennessee. It is because whether you improve your 
yields or not, too. 

Mr. Brunelle. Yes; right. 

Mr. Jones of Tennessee. Mr. Thomas, do you have any questions 
you want to ask? 

Mr. Thomas. Yes, just a brief statement, if I might, Mr. Chair- 
man. Thank you. 

I am sorry I had to leave and I missed some of the testimony. I 
want to compliment you gentlemen. I thought your testimony was 
straight from the heart and very accurate, and I just want to tell 
you that, as far as I can determine, I am the only full-time farmer 
that was elected to Congress in the 90th Congress. 

I would agree that Federal crop insurance is totally unworkable 
in my own situation in Georgia. 

I know Histhand what you are talking about. I understand the 
effect it is having on the equipment dealers and the overall effect it 
is having on our rural communities, so I am very glad you brought 
this point out, the whole cycle of the money that is turned over in 
the rural communities. 

I had a man in my office yesterday who happened to be a very 
prominent farmer from a farm community in the State of Georgia, 
on the board of an $85 million bank. They made five farm loans 
this past year. In my own home county, the largest bank there 
probably has four or five on its books. So I am well aware of the 
problem. 

I will just add one thing in closing. I do think that we must con- 
sider, when we begin to try to come up with something like H.R. 
4610 or another credit program, we must consider that there are 
other farmers who are not financed by Farmers Home Administra- 
tion who are equally now as close to the brink financially as are 
the FmHA-financed farmers. 

So I think our credit policy here at this time must be one that 
encompasses all farmers in all areas, and I think you simply have 
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to set a criterion establishing a farmer who is capable of producing, 
who has managerial capabilities and is equipped and can produce, 
and we have to find a way of keeping those capable farmers in 
business. Certainly, it is a better alternative, as you pointed out, 
than seeing them go out of business and just seeing land values de- 
pressed even further. 

God knows what will happen while all this is going on, on the 
books of our lending institutions. I will just tell you this from my 
own personal questions and the input that I have had with repre- 
sentatives from the Farm Credit Council and from others. I will 
tell you that it is very alarming to me that there is no plan at this 
time, no direct policy as to what will be done with that land. 

Now, I have given some thought to any anticipated sale of that 
land to farm owners in my State. We are using here a little bit of a 
dramatization, but I intend to use it if I have to, because I find it 
very alarming that these very credit institutions that are now 
faced with taking on their books a tremendous amount of land 
have really no far-reaching program as to what to do or how to 
handle that land. 

And so all of these things are of great concern to me. I appreci- 
ate you gentlemen coming. I know well where you come from, and 
I want to tell you, your comments have not fallen on deaf ears, and 
we do appreciate very much your making a sacrifice to be here. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Mr. Thomas, and 
I do thank the members of the subcommittee for being here, and 
members of the full committee as well; also, the group who came 
with Congressman Stangeland, all of you who offered constructive 



I am not going to ask any questions because we spent an hour 
and a half together yesterday afternoon, and I think that we cov- 
ered the waterfront then. I am sorry it cannot be made a part of 
the record because I would like to have part of that on the record 
that we talked about yesterday. 

I do have one question that I would like to put to somebody here 
and get an answer from you if I possibly can. That is, do you be- 
lieve that the Stangeland bill, if made law, would solve your prob- 
lems? That is what we are here for today. 

Mr. Anderson. Can we all comment on that one? 

Mr. Jones of Tennessee. I would rather two or three would if you 
all believe the same. If you believe differently, yes, all of you. 

Mr. Anderson. I believe, Mr. Chairman, it is a start. It is what 
we need in our area to survive until we can get some better farm 
prices so that these farmers can pay their loans back. 

I don't think the Government of the United Stat«s wants to take 
a man's complete equity that he has put in the ground to produce 
food and fiber, and when he cannot get a return on that again, 
send him away. If that is the American dream, we had better wake 
up. 

Mr. Brunelle. Mr. Chairman, I would like to answer that ques- 
tion. I think it is very, very important. I see many people each day 
and talk to many people each day, and it is really heartbreaking to 
see them losing their land, and it is not their fault they are losing 
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their land, and I think it is very important that we get this bill 
passed. I think it is very, very important. 

Let's keep those farmers on that land until we can get a good 
price, and we will pay that loan off. We are only asking for a loan, 
sir. I^at is all we are asking for. 

Mr. Elseth. One comment. We all know we need a better price. 
We all know we need lower interest rates, and the interest rates 
are not going to come down until this country gets its economic 
house in order. But that is going to take time. 

We don't have any solutions right now as to how to increase the 
price. There seems to be an awful lot of resistance from some sec- 
tors in straightening out the economy of this country. So what we 
need right now is something that is just an immediate fix in this 
case in order to keep the farmers there until some of these other 
problems can be resolved. 

So that is why I think this bill is important. 

Mr. IvERSON. Yes, sir, Mr. Chairman. Without this bill, we are 
going to see more and more of the very borderline cases go down 
now, and without the bill coming through, you are going to see a 
lot more of some of the best producers out there going down. 

Mr. NOYES. I would like to make one comment here. I think 
today's bill we are talking about is a stepping stone, and one of the 
feelings I think we are looking at, it is something that will start to 
stabilize the farm credit system to show that we are going to go 
forward on this thing and work for something, because right now 
we have got to have something to stabilize them. They are scared 
to death out there, and right along with them are the farmers. 

With this bill, it is many, many farm family lives we are talkii^ 
about that it will help, and it is not just Minnesota, it is all over 
the United States. Yes, it is to a given area, but yet it will turn 
around and release other funding from the State that can go to 
some other farmers. 

So we are throwing two stones, in other words. We are relievii^ 
it with one kind of money so that money can stay in the farm own- 
ership funding for the other farmers. So actually, it is helping two 
parts of the farm economy out there. 

But it is only a stepping stone. We all know what we need, and 
we are all going to have to work for it. I think we have all come 
out of the backwoods, and I think we have got to be heard, and I 
think we have to take some drastic action £md do it fast. 

I would like to thank you, Mr. Jones, for the time today that we 
have been given to testify here, and I am hoping that the commit- 
tee will take very special consideration of this bill as a point that 
we can all go forward on. 

Mr. Anderson. Could I make one more quick comment? 

Mr. Jones of Tennessee. Sure. 

Mr. Anderson. The president of the chamber of commerce and 
myself had lunch with the county supervisor for Farm Home Ad- 
ministration a couple weeks ago. One of the questions we asked 
him was, what is it going to take in our area to make these farm- 
ers survive? So I asked him to write down a number of points. 

A lot of what he wrote down is in Stangeland's bill. I don't think 
there is anybody in a better position in our county to know what it 
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is going to take to make these people survive than the local Farm 
Home Administration county supervisor. 

One other quick comment. If and when you do write legislation 
on these things, if the county has been declared a disaster area, 
make sure it covers all the farmers. I have a letter here from a 
farmer that says, "As we discussed on February 23, 1984, you are 
not eligible for an emei^ency loan, the reason being your calculat- 
ed loss was 28.5 percent, and in order to qualify, you need a 30- 
percent loss." One and a half percent, and he doesn't qualify for a 
loan. He still had a disaster. Do you see what I am saying? 

Thank you, gentlemen. 

Mr. ZuTZ. Mr. Chairman? 

Mr. Jones of Tennessee. Mr. Zutz. 

Mr. Zutz. I think we are going to definitely need this until we 
have come to grips with what we are going to have with the 1985 
farm bill. The farmers cannot go from year to year without know- 
ing what the plan is going to be for next year, and that is how we 
are sitting again, even with the activation of the 1984 wheat bill. 

Until we can adequately plan ahead 2 or 3 years, we cannot get 
into a proper rotation to stay on the farm. 

Mr. Jones of Tennessee. Mr. Elseth, I want to answer your ques- 
tion. The very thing that you emphasized there, the letter that you 
read, was in our bill, the credit bill, H.R. 1190, that this subcom- 
mittee passed over a year ago; the full committee approved; the 
House approved by over a 2-to-l vote and sent it to the Senate, and 
it is still over there. I just want you to know that for your own in- 
formation. That was incorporated in the credit bill. 

Thank you, gentlemen. We appreciate very much your being 
here. You have been patient. I feel like the subcommittee has been 
patient, too. 

Thank you. 

Mr. Zutz. Thank you, Mr. Chairman. 

Mr, Jones of Tennessee. Our next witness is Hon. Bob McEwen, 
a Member of Congress from the State of Ohio. 

Bob, I know that you have been patient, also, and that you have 
some constituents with you. Will you please bring them, and if you 
have more than my list shows, will you please introduce them? 

STATEMENT OF HON. BOB McEWEN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OHIO 

Mr. McEwEN. Thank you very much, Mr. Chairman, and I would 
say to you and to the subcommittee that I have eryoyeid the presen- 
tation that you have had this morning. I believe most of the topics 
have been well covered. 

I will just take 2 minutes, if I may, to abbreviate my testimony 
that has been submitted for the record and make a couple of com- 
ments. 

It is a great privilege for me to have Dr. Geoi^ Bowling from 
Circleville, OH, who has been a long-term stockholder in the farm 
credit system, and he will also be sharing some comments. 

Mr. Jones of Tennessee. Dr. Bowling, we are delighted to have 
you with us, too. 
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Mr. McEwEN. Mr. Chairman, you and this subcommittee, more 
than any Americans, do not need to hear what I am about to out- 
line but I would like to do it again just briefly for the record. 

Anything that we do in this country is made possible because of 
the Ainerican farmer. Every human being on Earth must eat daily. 
The degree of effort and time that he must contribute to that goal 
limits what he can do otherwise. Some people on this globe spend 
100 percent of all their time, every day, eking out a living to sur- 
vive. Other places, they spend 50 percent of their day. 

Fortunately, in this country, because of the productive capacity 
of 4 percent of our population, the remaining 96 percent are free to 
pursue whatever desires that they have, whether it be in the enter- 
tainment industry, whether it be in the production of automobiles, 
whether it be in building homes or whatever. 

There is no more important effort than the production of food 
and fiber that permits the American economy to go forth in every 
other area. If that segment declines, then, by necessity, every other 
segment must revert to the primal responsibility of producing food 
and fiber. 

You and this committee understand the crises that the agricul- 
tural community has been through over the last decade. It was hit 
immediately with high inflation, followed by h^h interest rates, 
and energy costs quadrupled in a matter of 48 months. 

In the interim, since the turning of those factors in the latter 
part of the 1970's, we have seen inflation fall, interest rates decline 
somewhat, and energy costs stabilize. These things have impacted 
on the economy in an interesting manner which made the Ameri- 
can dollar the strongest currency in the world. While this is a testi- 
mony of a strong American economy, it is absolutely devastating 
for exporters. 

The greatest exporters in our economy are the American farm- 
ers. Having had the experience of h^h inflation and high interest 
rates, having begun the 1980's with 3 and in some cases 4 years of 
consecutive agricultural disasters, followed with a farm price that 
runs into a strong dollar, the agricultural community has experi- 
enced financial and economic hardship and a credit crunch. 

Similar circumstances existed in this country some 40, 50 years 
ago. The high inflation of the 1920's made it speculative to invest 
in land and agriculture. Inflation makes bad loans good, and so 
loans were made with a little more liberality than perhaps was jus- 
tified. 

During the 1930's when that collapsed, the Congress of the 
United States attempted to shore up the devastation that impacted 
this country because of a collapse of credit and also by consecutive 
agricultural disasters. 

This committee has ted the Congress in providing, through farm 
programs and crop insurance, a subfloor to assist those in extreme 
ne^. 

In 1971, the farm credit system that was established during that 
previous period of which I spoke was given a free rein, and the 
question that I have to present to this subcommittee today is that I 
am fearful that it is not meeting its obl^ation to provide credit as- 
sistance to the agricultural community during this especially criti- 
cal period. 
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I understand the private banking interests and their concerns, 
but as I understood the farm credit system, it was to assist in pre- 
cisely a circumstance such as this. 

The question that I present to the committee, and ask for your 
investigation of, and for which I am most grateful, Mr. Chairman, 
for your leadership, is that I am fearful that because of the change 
in the 1971 act, the Farm Credit Administration is perhaps more 
interested in financial intermediation than it is in financing agri- 
culture. 

I can assure you that there is speculation in the agriculture com- 
munity that FCA has abandoned their primary concerns, and that 
the farm credit system, specifically down through the Production 
Credit Administration, is more interested in balanced books than it 
is in successful farming operations, particularly in central Ohio. 
We have had a constriction that has multipled upon itself. 

When I first came to Congress in 1981, I encountered this situa- 
tion and met with the Farm Credit administrators on a repeated 
basis. They assured me that there had been difficulties, there had 
been problems, there had been perhaps a lack of adequate main^e- 
ment and decisionmaking, and that that had impacted negatively 
on the farmers that had been with the system for many years. 

However, time has rolled on, and we are now in a 4-year cycle of 
precisely that same response year sifter year eifter year with no end 
in sight. 

I believe that this committee should consider the possibility of re- 
establishing a Farm Credit Administration that has, if need be, a 
Federal infusion of original dollars, to be responsive to the Con- 
gress, to provide the services that the Farm Credit Administration 
was first created to establish. 

If that be the case, I would like to submit that for the record as 
my suggestion, as a result of this hearing, as we realize the prob- 
lems that exist, that I believe the solution would be for us to take 
control once again. 

I thank the committee for their time and would relinquish any 
further time to Dr. Geoi^e Bowling of Circleville, OH, who, as I 
say, has been a stockholder in the farm credit system for some 
time. 

[The prepared statement of Mr. McEwen appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Bob. We appreci- 
ate your statement. In addition to your statement, the printed text 
will also become a part of the record, without objection. 

Dr. Bowling, we have your records here, and we are delighted to 
have them and hope that you can benefit us by being here today. 

STATEMENT OF GEORGE W. BOWLING. PH.D., CIRCLEVILLE, OH 

Mr. BowuNG. Mr. ChairmEm, respected members of the subcom- 
mittee, ladies and gentlemen: I first would like to express my grati- 
tude for the privilege of addressing this esteemed body. For a farm 
boy from central Ohio, the experience is overwhelming. 

I would also like to publicly thank Representative Bob McEwen. 
His interest, concern and action on behalf of farmers is appreciat- 
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ed. The sincere concern of Mr. McEwen and the members of this 
panel will continue to work for the benefit of the American farmer. 

The fact that I am under foreclosure from the Federal Land 
Bank is significant. The approximately 25 other farmers in 
Pickaway County in similar condition are more important. 

Our PCA used to have $164 million in loans. Today it has about 
$50 million. Gentlemen, no industry can survive losing 70 percent 
of its working capital. 

Now, gentlemen, 1 know that you have had a lot of distinguished 
economists up here in front of this panel. I am afraid that most of 
my economic theory came from havit^ to meet a payroll on Friday 
afternoon. 

I do know that Mr. Volcker has adequately demonstrated that a 
constriction of the growth of the money supply from 8 to 10 percent 
down to 3 to 5 percent, whatever the numbers might be, is basical- 
ly responsible for most of the problems that the U.S. general econo- 
my has. But what have we seen in agriculture? 

Federal Land Bank loans, farm credit system loans, in 1981 and 
1982 were growing at 22 percent. They are decreasing now 2 to 5 
percent. I don't know the exact figure. No industry can survive a 
change in Its capitalization to that extent. 

I have written a paper which gives some of the details of my 
studies, and I request that that paper be made a part of the record. 

My comments today will be confined to three subjects: First, lack 
of accountability; second, the concealment of profits; and, third, the 
placement of all risk on the farmer. 

Accountability is a basic concept in any oi^anizational scheme. 
Somebody must have that sign that says, "The buck stops here." 
With all due respect to the distinguished members of this psinel, I 
submit that each of you might be just a bit more attentive to my 
comments if I were a voter in your district. 

The framers of our Constitution established that each 2 years 
you would be held accountable. Gentlemen, that system has 
worked well for over 200 years, but that same system has been sub- 
verted in the farm credit system. 

You cannot find anybody in the farm credit system who is ac- 
countable. Local directors cannot do anything. If they disagree with 
the district bank, they are simply fired. 

District directors are elected on a totally undemocratic and polit- 
ical basis. Then they adopt a formal policy of not talking with indi- 
vidual farmers or groups. Mr. Wilkinson, the Governor of the Farm 
Credit Administration, has told me, and I quote: "We do not run 
the system; we just fit between the system and the bond market." 

The situation must be remedied. A private, farmer-owned and 
controlled system cam be responsive to the credit needs of farmers 
if we have true democratic representation and accountability. 
Members of Congress are responsible to their electorate. I Eim 
asking for the same principle to be applied to the farm credit 
system. 

"Accountability" is my favorite word. You have heard a lot of 
horror stories up here today. I think those horror stories are 
coming out because the farmers cannot control this system. It is 
not possible for them to do it with the organizationeil structure we 
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have now, which is basically a hybrid between a Federal organiza- 
tion and a private one. 

Mr, McEwen just suggested we have a Federal oi^anization. I 
personally prefer a private organization. But we are not going to 
fight over it. Give me one or the other. I can deal with it. But we 
cannot deal with the hybrid private and Federal organization we 
have now. 

I would like to present another proposition to you. What would 
be the situation in the U.S. Congress if the President of the United 
States could come in and say, "Mr. McEwen, I don't like the way 
you are representing your people down in Ohio; I am going to re- 
place you until the next biennial election," 

Gentlemen, if that were the situation, if Mr. McEwen had to be 
responsible to the President of the United States instead of the 
voters from Ohio, this country would not have survived 200 years, 
and I think you would probably agree with me. 

I eim very concerned and alarmed at what I perceive as a con- 
trolled, plainned and concerted effort to conceal significant informa- 
tion and data on the operation of the system. This great Nation has 
avoided demagoguery only by an informed electorate. 

I have with me the 1982 annual report of the Federal Land Bank 
Association of Columbus. It shows a net profit of $120,000 or about 
one-tenth of 1 percent of the loans outstanding. No reference is 
made to any profit by the Federal Land Bank of Louisville. 

The land banks in 1982 made a net profit of 1.13 percent of loans 
outstanding. I ask you, is there anything sinister about a bank 
making a $13 profit on a $1,000 loan but only reporting $1 of that 
profit to its stockholder-borrowers? 

The Farm Credit Act of 1971 requires the Governor of the Farm 
Credit Administration, and I quote the act: "to make annual re- 
ports directly to Congress on the condition of the system." Gentle- 
men, there is nothing in the 1983 report referring to profits of the 
system or the distribution of those profits to its stockholders, with 
the exception of the pie chart on the last page. This pie chart does 
not point out that the indicated distributions were to cooperatives 
and from FICB to the PCA. 

"Congressioneil oversight" are nice words, but they are not tell- 
ing the Congress of the United States what their profits are. Any 
distributions directly to the farmer-borrowers were minuscule, if 
they in fact exist. 

Now, their response is going to say that the directors of the local 
PCA's and Federal land bank associations decide whether they are 
going to make a distribution of profits. Gentlemen, I submit to you 
that there are 400 PCA's in the country, there are 500 Federal land 
bank Associations, and are you going to tell me that in all those 
various organizations, there is not one board of directors that 
wants to make a distribution of profits to the association's stock- 
holders? It is impossible. 

The 1979 report contains 78 pages of statistical data. After 1980, 
that type of reporting disappears. This system is taking $1 billion a 
year from the American farmer and sweeping it under the rug. 
Most of that money is collected tax free. A lot of farmers would be 
willir^ to pay taxes on their share of those profits. 



Digitized byGOOgle 



44 

This committee spent a considerable amount of time last year 
considering the proposition of $600 jnillion emergency loans under 
Farmers Home Administration. At the same time you were trying 
to get S600 million out in loans to farmers, this system was taking 
profits of $1 billion which can be returned in the form of equity. 

My third area of concern is the complete treuisfer of all flnancial 
risk to the American farmer. A farmer can get only a variable in- 
terest rate loan from the farm credit system. During the 1970's, we 
were caught up in the euphoria of production, inflation, and low 
interest rates. The 1980's have shown the folly of our collective 
thoughts. The farm credit system was not actit^ responsibly when 
it went totally to variable interest rate loans. It also was not oper- 
ating responsibly when it tied the salaries of the loan officers to 
the amount of loans that they made. 

I will touch briefly on one thing. The Columbus PCA is having 
problems. The Louisville FICB has offered to help out. They are 
bringing $7.5 million in. They are bringing it in in the form of pre- 
ferred stock. You cannot get a good borrower to come into the Co- 
lumbus PCA if the Lousville FICB is going to take about half of the 
profits that they have made off this association in the past and put 
it back in in the form of preferred stock, and leaving the farmer 
out there taking the full brunt of the difficulties. 

Gentlemen, I challenge this committee to instill some account- 
ability to the system. Congressmen are accountable to their con- 
stituents. Why shouldn't the farm credit system be, also? 

I think this committee should require full disclosure and distri- 
bution of the system's profits. This system is making tremendous 
profits. Is there a reason that Congress and the farmers are not 
being told of or receiving those profits? 

Net farm income is a nebulous number. It is about $22 billion, I 
believe, in 1982. I don't know what 1983 is. Out of that $22 billion, 
$12 billion of it was the rental value of the farmer's dwelling. An- 
other $4 billion or $5 billion was out of Government programs, pay- 
ments. That left $6 billion or $7 billion that the farmer made in 
1982 from his farming. That is all he really made. "This system has 
got $6 billion sitting in it that should be distributed to the farm- 
ers — 1 year's income. 

Farming has more risks than any other profession. Now, why is 
this system passing all the risks to the farmer and not utilizing its 
tremendous resources to assist American agriculture through its 
adverse times? 

I would conclude with one remark. I may be cleissified as a critic 
of the farm credit system, but I am eiIso a supporter of the farm 
credit system. I believe in a cooperative. I believe that this system 
was set up in 1933, essentially, to deal with an economic crisis. I 
think it cein do it today. 

Again, I appreciate this opportunity, Euid thank you for your con- 
sideration. 

[The prepared statement of Mr. Bowling and the exhibit entitled 
"The Farm Credit System: An Abuse of Power," appear at the con- 
clusion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Dr. Bowling. We 
appreciate it, fuid as I said, your written statement will be meide 
part of the record, without objection. Also the exhibit entitled. 
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"The Farm Credit System: An Abuse of Power." Are there any 
questions? 

Mr. McEwEN. I will be more than happy to respond to any ques- 
tions that you have, Mr. Chairman. 

Mr. Jones of Tennessee. All right, Bob. 

Mr. Stenholm. Dr. Bowling, are you a farmer? Were you a 
farmer? 

Mr. Bowling. Classify a farmer first. I own farmlsmd. I have 
been born and raised on the farm. I am right now cash renting the 
farm out, and that is primarily because I was forced into it. Prior 
to that, I was share renting the land out. 

Mr. Stenholm. You are in a foreclosure position on land that 
you bought through the Federal Land Bank? 

Mr. Bowling. I inherited the land with some debt, and in 1979 I 
bought another 120 acres, a total of 670 acres, and that was a good 
time not to buy land when I got into it. 

Since that time, in 1980, we had a hailstorm; in 1981, we had a 
drought; in 1982, low commodity prices; in 1983, wet weather. 

Mr. Stenholm. What did you pay for the land when you pur- 
chased it? 

Mr. BowuNG. The land that I boi^ht in 1979, $2,300 an acre. 

Mr. Stenholm. What would it sell for today? 

Mr. Bowung. Right now, if it goes on the sheriffs auction, it will 
sell for $1,300 an acre, and Federal Land Bank will buy it back. 

We have not had any legitimate land sales in our area for a 
time. We did have a voluntary sale, quote, if you want to, by auc- 
tion, of land that is very comparable to mine. The highest bid re- 
ceived was $890 an acre, and it was not accepted. 

Mr. Stenholm. What is the typical cash rent in the county in 
which your farm is located? 

Mr. Bowling. In the neighborhood of $100 an acre this year, 
$125 possibly if it is all paid in the fall or something like this. 

Mr. Stenholm. Thank you. 

Mr. Jones of Tennessee. Any other question? 

Mr. Thomas. Mr. Chairman, I have a couple of questions I would 
like to ask Dr. Bowling. 

First, I would like to say that in your comments you made some 
pretty serious chaises here, if you want to call them charges, or 
pretty serious statements ahout the Farm Credit Council's activity 
m financing the farmer. 

I want to add that I have had some of these very comments you 
have made substantiated by the directors in our district from local 
branch offices, saying to me that they no longer have any input in 
decisions being made, that decisions are directly being made by the 
district banks. That is in essence what you are saying in your 
report here. 

You make another comment that I think needs to be highlighted, 
and that is the fact that when things looked good, when there was 
good demand for farm products, that the Farm Credit Service very 
actively engaged in the solicitation of loans. Literally, many saw it 
as a fallow area and made substantial loans, as you pointed out, 
and the basic salaries of the loan officers related to the amount of 
loans that were made. Is that correct? 

Mr. Bowung. Yes. 
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Mr. Thomas. Now, when things do not look good, their attitude 
seems to be one of pulling away their support for the farmers who 
are in trouble, but literally to clean up their books in certain areas. 

Where at one time they were so active in getting into the lending 
business, they now are simply taking the attitude of just trying to 
protect their own necks. Wouldn't you say that is a fairly accurate 
assessment? 

Mr. Bowling. I would tend to agree with you, sir. 

Mr. McEwEN. I would wholeheartedly agree with you. No ques- 
tion about it. 

Mr. Thomas. I thank you, sir. I thank my colleague. 

I would just say one thing, that if you agree with me that in cer- 
tain areas — and, incidentally, in my own home county in which I 
was born and raised, I saw the local director there fired by the Fed- 
eral land bank in the past few years, and I have seen the ax fall, 
and I have seen all the farms that they are putting on the auction 
block. 

In the State of Georgia, let me just give you a figure hurriedly. 
The amount of PCA loans and foreclosures in 1982 and 1983 in- 
creased from just under $15 million to over $25 million; in the Fed- 
erfU land banks, from under $15 million to over $25 million, and so 
they now have over $50 million worth of loans in the process of liq- 
uidation, doubling from 1982, and yet they would still sit there and 
tell you Chat less than 1 percent of farmers are in any kind of fi- 
nancial trouble. 

Now, how is the farm credit service able to come before us, as 
they did in hearings that we had very recently, and say that less 
than 1 percent or only 1 percent of the Nation's farmers are in 
trouble, when in areas like mine and yours, which you are very fa- 
miliar with, how in your opinion is that being concealed? 

Mr. Bowling. I have been told that approximately 60 to 70 per- 
cent of these annual installments from Federal land banks are due 
on January 1. You get December 31 f^res. I was told this by an 
ex-vice president of the Federal land bank, so he should know what 
he is talking about. He said that there was less than 1 percent de- 
linquency. He said that is December 31. He says on January 1, or 
January 10, which is a good 10 days' leeway, there is going to be 35 
percent delinquency. 

In my own case, I squeaked by 1 year. I ran up until December 
20, emd I was current. I was current for 2 weeks. I came around to 
the next December 20, and I could have made it again, but they 
foreclosed on December 5, so then I no longer became a delinquent 
account. I am now an account in the process of foreclosure. 

So I am telling you that my trouble started on July 12, 1980, 
when the hail storm came through. Now, here I am, and 1 have yet 
to be reported to Congress as being a delinquent account in the 
Federal land bank. Now, that is one instance. 

I got hold of the Federal Land Bank of Louisville's annual report. 
They reported that the number of delinquencies was down from 
like 1,300 to 1,100 or something. It was a 15-percent decrease in the 
number of delinquencies. If you look at the numbers in the foot- 
notes, you find that the cmiount of delinquencies increased from 
$10 million to $12 million or something. They are reporting a 15- 
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percent decrease in numbers. The value of those loans increased by 
15 percent. 

Mr. Thomas. Let me just ask you to verify one figure that I have 
from your commente and that I have from my own investigations 
and talking with various board members and various customers of 
the Federal land bank and the Federal credit service in general. 

I tend to think that certain philosophy in gener2d of the land 
bank in my area of Georgia has certainly chatted considerably 
since the early part of the decade of the 1970's, a total turnaround 
in their attitude toward farming in that area, and I would have to 
call it nothing short of a change in philosophy. 

Although I am a freshman, this is not new to this committee. It 
has not been communicated to Members of Congress or to the 
public in general. There have been many changes in philosophy 
that have occurred, and it has certainly taken a very devastating 
impact on the rural communities and the farm structure in my 
State. Would you say that that is a fairly accurate statement? 

Mr. Bowling. I suggest to you, Mr. Congressman, that you read 
the December 1979 statement by the Federal Farm Credit Board. It 
may be fancy legalese terms, but it in essence says, Hey, boys, 
we're turning the spigot off. And I raise the question to this com- 
mittee, an einalogy: TTiey turned the spigot off. It has been turned 
off for 4 years, and it is rusted. I don't know if they can turn it 
back on. 

Mr. Thomas. Thank you. 

Let me just close with this comment. The first speech that I ever 
made as a young 4-H student in high school was before the Produc- 
tion Credit Association in my hometown. I was 12 years old. That 
was 28 years ago. They have been a lifelong friend of my family 
which has participated and was a customer of the farm credit serv- 
ices, and so forth, the Federal land banks, and I have watched 
them all of my life. 

I just think it is unthinkable that at such serious times as we are 
having in our farm structure, an organization that was put in 
place, an agency to aid and assist the farm structure and the farm- 
ers in this country, has taken a turn-about attitude that they have 
taken, and from the hearings that we have held and my own inves- 
tigation and the comments here this morning, I am more convinced 
than ever before that we are r^ht in our assessment, and yet they 
have literally come into hearings before these groups and attested 
to the exact opposite and hidden behind these figures of less than 1 
percent or around 1 percent of the farmers in this country meeting 
with financial difficulties, when anyone who looks at the f^res 
and sees the farm debt and the national farm income and the turn- 
down in farm trade and doesn't come to a conclusion that is entire- 
ly different, doesn't even have a seventh grade education. 

So I think you have confirmed the concerns of this freshmem 
Member of Congress about what has happened and the devEistating 
impact that this kind of philosophy is having in my own native 
State. 

I appreciate your coming here today. 

Mr. Jones of Tennessee. Mr. Bedell. 

Mr. Bedell. Thank you, Mr. Chairman. 
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Dr. Bowling, if I ask questions you don't feel comfortable einswer- 
ii^, I certainly would understand, but you raised some questions 
about 

Mr. McE^¥EN. Mr. Chairman, may I ask the indulgence of the 
committee? I, some weeks ago, set up a luncheon with an ambassa- 
dor with whom the United States is not having the best of relations 
in my office at 12 o'clock, and I am fearful that I will have done 
more harm than good if I do not attend the luncheon. 

If you would excuse me, I would like to take my leave at this 
point. 

Mr. Jones of Tennessee. Bob, may I thank you for being here. 
We appreciate the fact that you did come. I am sorry that we had 
to have the delay that we had, but you saw what we were faced 
with there. 

Mr. McEwEN. Not at all. I enjoyed it immensely. Thank you, Mr. 
Cheiirman. 

Mr. Bedell. Apologize to the Ambassador for the committee, if 
you would. 

Mr. Bowling, you got into some of the flnancieil situations on 
your foreclosure, and I would understtrnd completely if you would 
rather not answer any of these questions, but I would like to ask 
them, anyway. 

How much was the land that you bought, how meuiy acres? 

Mr. BowuNG. My life is an open book. 

I started with a 551-acre farm which my sister and I — and, inci- 
dentally, we are in a corporation, my sister and I. I inherited that 
along with some debt to the tune of $300,000 or about $550 an acre. 
This was in 1975. 

In 1979, I made the obvious conclusion, the only way you are 
going to make any money in this world is to borrow money at 8 
percent and put it in land that is going to appreciate at 15 percent. 
It sounded beautiful in 1979. It doesn't look too good today. 

I bought 120 acres at that time at $2,300 an acre. I needed 
$275,000 to make that purchase. I didn't think J could buy it. I 
thought I was going out on a limb. I went to Federal land bank and 
they said, Well, why don't you take $400,000, take the additional 
$125,000 find put it into your construction business, because I was 
building grain bins for farmers at that time and steel buildings. 

I thought, boy, I am going out on a limb, but I'm a gambler. I 
rolled the dice. Well, I don't have to tell you gentlemen, they CEtme 
up snake-eyes. I took my gamble and I lost. So today I am bank- 
rupt. Any more? 

Mr. Bedell. No; I think you have told me what I wondered. 

The question I am coming to is, you paid 8-percent interest, and 
your loem on the 120 acres was roughly $275,000, is that right? 

Mr. BowuNG. Yes. 

Mr. Bedell. So the interest payments alone would be roughly 
$22,000, and your rent would be $12,000 that you would get back. 
So you are a long way from being able to pay that based upon your 
rent, anyway, is that correct? 

Mr. Bowling. After I purchased the other 120 acres— you have 
to realize the 120 acres is right across the road from the 551. 

Mr. Bedell. Do they have it on the whole farm or just on the 120 
acres? 
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Mr. BowuNG. They've got the whole thing. 

Mr. Bedell. They do have? 

Mr. Bowling. So we went up to $700,000 on 670 acres, which was 
at that time $1,050 an acre, find it just barely cash-flowed. All 
right? That is what you are trying to get at. 

Mr. Bedell. That is the answer to my question. Thank you very 
much. 

Mr. Jones of Tennessee. Thank you very much, Mr. Bedell. 

Any other questions from the subcommittee? 

Mr. Tallon. 

Mr. Tallon. Mr. Chairman, I would just like to make the com- 
ment that I appreciate Dr. Bowling being here and his analysis of 
the farm credit system. 

I think most of us that were up here this morning participated in 
informal hearings that the chairman called, where leaders from 
the farm credit community were brought together here and where 
a lot of the questions that you are asking, we also asked, and got 
very unsatisfactory answers. 

liiis is something that I am certainly going to pursue and that 
we are all extremely concerned about. 

Thank you for being here. 

Mr. Jones of Tennessee. Thank you very much, Mr. Teillon. 

Thank you, Dr. Bowling. We appreciate your indulgence and 
being here with us today. 

Mr. BowuNG. Again, thank you, sir. 

Mr. Jones of Tennessee. The next witness is Hon. Denny Smith, 
Member of Congress from the State of Oregon. 

I am going to turn the chair over to Mr. Weaver, our ranking 
Democrat on the subcommittee. 

Jim, since Denny is from your State, why, you can do your own 
welcoming. 

Mr. Smith. Thank you, Mr. Chairman. 

Mr. Weaveh [acting chairman]. I believe you are accompanied by 
two very distinguished Oregonians, Mr. Philip Brandt, president of 
the Willamette Production Credit Association of Salem, tmd Mr. 
Bill Brandt, attorney for the Willamette Product Credit Association 
of Salem, is that not correct? 

Mr. Smith. That is correct, Mr. Chairman. 

Mr. Weaver. Welcome to both of you. 

Mr. Smith. I think you are acquainted with the gentlemen, also, 
being from the State of Oregon. 

STATEMENT OF HON. DENNY SMITH, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF OREGON 

Mr. Smith. I think that the farm credit issue we are discussing — 
emd Chairman Jones, before he leaves, he should be congratulated 
on holding these hearings — is a very critical area for the fcu-mers 
in this country. I hope the story that I have can be helpful in solv- 
ing the problem. 

I would like to have my testimony added to the hearing record in 
its entirety, tmd I will just try to summarize what I have. 
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The story I have today is one of an extreme nature because of 
the incredible display of bureaucratic insensitivity and heavyhan- 
dedness on the part of the Farm Credit Administration. 

I think that in my almost 4 years as a public servant, trying to 
solve problems for the Oregonians that I represent, that this is 
probably the most difficult and the most discouraging display of bu- 
reaucratic insensitivity that I have seen. I cannot think of any- 
thing that is more important to farmers in a difficult time than the 
ability to get dollars to continue their operations. How Oregon 
farmers got into trouble is something that will be explained by 
these gentlemen, with me, but let me just outline some of the 
events which led to the farm credit problems in my State. 

There was an audit that was done by the Farm Credit Adminis- 
tration in June 1983 following an FICB audit, which downgraded 
the WPCA to a point where it was an impaired association. 

This audit that was done by the Farm Credit Administration in 
June was done in a very capricious manner. Any audit is the sub- 
ject of a very subjective kind of decisionmaking. The FCA's audi- 
tors took different loans that were performing, maybe not to the 
standards they would have liked, but they took them entirely 
under water, thus impairing the entire association. 

I think Judge Fanner's decision, which I would just like to quote 
from is very telling in this instance. This is the key factor, and I 
think that once the judge had ruled on this situation, it was very 
clear that the FCA and the FICB had acted in what I would consid- 
er to be an irresponsible manner. 

Judge Fanner said in his decision: 

In short, there is substantial evidence that the FCA did not adhere to its own au- 
diting r^ulations when it classiiled and recommended chargeoffB of over $S million. 
There is substantia] evidence to support a conclusion that the FCA arbitrarily deter- 
mined substantial loss values and effectively imposed their conclusions on the asso- 
ciation's staff. 

The gentleman who testified before me described how he was en- 
couraged to take out extra loetns. I think this is part of our difficul- 
ty here. It was mismanagement. 

In the instance of the Spokane nCB, which is the 12th FICB dis- 
trict, they in fact did change management early last spring, and as 
a result of the FCA coming in and replacing the top management, 
the FICB's policies were modified. 

Had the Willamette PCA board of directors not had the courage 
to stand up to the Farm Credit Administration, they would have 
been liquidated along with the Pi^et Sound and southern Oregon 
PCA's in the 12th District. 

So I think that, first off, you need to join with me in just con- 
gratulating these two gentlemen and their board of directors for 
having had the courage to stand up to what was a very willful at- 
tempt on the part of the FCA to shut the WPCA down and sweep it 
under the rug. 

I think the fact that we have a hearing today and have the op- 
portunity to hear their story is important. I again thank the chair- 
man for the opportunity to appear here, and will introduce Mr. 
Phil Brandt to you at this time. 

[The prepared statement of Mr. Smith appears at the conclusion 
of the hearing.] 
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Mr. Weaver. Mr. Brandt, welcome again. Would you proceed, 
please. 

STATEMENT OF PHILIP W. BRANDT, JR.. ACTING PRESIDENT, 
WILLAMETTE PRODUCTION CREDIT ASSOCIATION 

Mr. Phiup Brandt. I appreciate the opportunity to submit some 
testimony to this subcommittee, which has a long record of having 
served the interests of the Farm Credit Administration in a most 
admirable and helpful way. 

Just a little more on my background. I became the chief execu- 
tive officer of Willamette PCA in 1938 and, except for the years I 
was in the military service during World War II, I was that chief 
executive officer until I retired at the age of 65 in 1980. 

During the j>eriod from the origin of the association until my re- 
tirement, the association loaned just $1 billion, and in that period 
of time, our total losses were under $500,000. 

If you take the Farm Credit Administration's latest audit, our eis- 
sociation has now lost, in the last 4 years, over $12 million. It bog- 
gles the mind to believe that things could change that much. 

My purpose in coming before this subcommittee is to bring to it 
the perspective of someone who has been closely identified with the 
50-year history of the production credit system, a system that 
ranks among the finest creations of the Congress of the United 
States, and a system which I have the highest respect and concern 
for. 

I assure you that Oregon has suffered some of the same adversity 
from the standpoint of farming that we heard about from the 
people from Minnesota. In addition to that, we have had some Eid- 
versity in the fishing industry, and I know that Congressman 
Weaver is very familiar with the problems of the Oregon fishing 
industry because he has had an integreJ part in trying to represent 
that industry. 

My paper is much too long to present. 

Mr. Weaver. Without objection, it shall be placed in total in the 
record. 

Mr. Phiup Brandt. Thank you, sir. 

I have summarized it, and I think, in the interest of time, I will 
simply go through the points and perhaps comment on one or two 
of Uiem, and then if there are questions, I would be happy to 
answer them. 

Point No. 1: The financial situation in agriculture is as critical as 
at any time since the Depression of the 1930's. 

Point No. 2: Programs for short-term agricultural credit of the 
production credit system and the Farmers Home Administration 
are not working as intended by Congress. I would like to have time 
to elaborate more on that, and I can assure you that the intent of 
Congress — and I have lived through this system from almost its 
very beginning — is not being carried out by present policies of the 
Farm Credit Administration. 

Point No. 3: The problems of agriculture and the commercial 
fishing industry stem from adverse economic conditions affecting 
^ricultural markets, from overbuilding the commercial fishing 
fleets by way of massive production credit financing, and other pro- 
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grains of the Federal Government, and from weather-influenced re- 
source reductions. They do not stem from lack of effort, from lack 
of ability, nor from dishonesty or irresponsibility of the producers 
of this Nation. 

Point No. 4: Dissatisfaction and unrest at the producer level is 
rampant over the administration policies of the Farm Credit Ad- 
ministration. I might add, that dissatisfaction extends and pervades 
through much of the delivery system of the Farm Credit Adminis- 
tration at the local level. 

Point No. 5: Despite claims to the contrary, centralization of 
power and authority in Washington continues in the farm credit 
system. 

Point No. 6: The Farm Credit Administration appears to follow a 
course of action independent of congressional and executive depart- 
ment policies and recommendations. Its concerns seem to be for the 
preservation of the institutions of the system rather than delivery 
of constructive credit services to agriculture. 

Point No. 7: The refusal of the Governor of the Farm Credit Ad- 
ministration to use the revolving fund authorized by Congress is a 
dereliction of duty. I do want to comment on that point. 

Among things that Willamette PCA sought in its court action 
was a temporary injection of capital from the Farm Credit Admin- 
istration which would permit continued operation pending a turna- 
round in agricultural and economic conditions. This is provided for 
in the Farm Credit Act of 1971 but is discretionary with the Gover- 
nor of Farm Credit. 

The official line given by FCA officials in refusing to use the 
$112 million revolving fund is, flrst, the system takes great pride in 
being free of Government capital and doesn't wemt to go back to 
the Government for help. Second, there is not enough money in the 
revolving fund to meet the needs of all production credit associa- 
tions throughout the Nation. 

Our reply to the first point is that the system should be proud, 
certainly, proud to have available resources and a good repayment 
record to justify the use of that fund. And our reply to the second 
point is that refusing to use any of the funds because they are in- 
sufficient makes no more sense than refusing to use a supply of 
medicine during an epidemic because there might not be enough 
medicine to treat everyone. 

Our view is that you use what you have, and then if you need 
more, you go and try to get it, and I have a feeling that if we had 
followed that course, Congress would have been willing to provide 
that money. 

If there is any doubt about what Congress tmd preceding gover- 
nors of the Farm Credit Administration had in mind Eis to using 
the revolving fund, let me quote just a few telling lines from the 
testimony of Gov. R.B. Tootel on April 20, 1956, before this very 
subcommittee. 

I am quoting now: 

Within the past 3 yeara, there have been six production credit aaeociations in two 
difTerent parts of the country that have paid off all of their Government capital but 
found it neceaaary to come back and ask for resubscription of some Government cap- 
ital in order to bolster their financial condition. Three of those are out of the chair- 
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man's territory in the drought area, and the other three are in Congressman Mcln- 

tire's district due to a very bad potato price situation a year ago. 

We expect that, over time, it will be necessary to do just that thing in connection 
with other associations, but that, as they get on their feet and are able, they will 
repay that capital just as they have demonstrated the desire and ability to do in the 

That was Governor Tootel in 1956. In 1984, the Governor does 
not want to use the revolving fund, in a time of absolute crisis. 

Continuing with my summary, point No. 8: Timely, appropriate 
action on amrmative programs originating in the field is not forth- 
coming from Farm Credit, nor is either leadership or innovation 
evident at a time when solutions to massive problems must be 
found. There is little confidence in the present leadership of the 
Farm Credit Administration. 

I want to make a comment on that. On March 9 of this year, the 
Willamette PCA board of directors, having waited 6 months for a 
solution to its problem, determined that loss of volume, which had 
amounted to 25 percent during the period from the takeover by 
Farm Credit and that date, simply had made the position of the as- 
sociation untenable. 

And so, reluctantly, but in an atmosphere of reconciliation with 
the Federal Intermediate Credit Bank, which had a new president, 
we were able to negotiate a new association in the territory served 
by Willamette. The board determined to seek voluntary liquidation 
at the same time getting a new Eissociation to serve the Willamette 
territory which, incidentally, had been without any service to new 
borrowers for that last 8-month period. 

The deputy governor of Farm Credit was present at the time of 
this decision. We eissumed that the message was transmitted to 
Farm Credit. To this date, we have no decision on that request, and 
we are still unable to provide service to any new would-be PCA 
borrower. We think that is not being very responsive to a critical 
situation. 

The final point is very obvious to all of you, I am sure, that high 
interest rates are a significant factor which prevent economic sur- 
vival on the farm at this time. I wish I had time to discuss this a 
little more, but that, for the moment, will conclude my testimony. 

Thank you very much. 

[The prepared statement of Mr. Philip Brandt appear at the con- 
clusion of the hearing.] 

Mr. Weaver. Mr. Bill Brandt, did you have comments? 

STATEMENT OF WILLIAM D. BRANDT, ATTORNEY FOR THE 
BOARD OF DIRECTORS, WILLAMETTE PRODUCTION CREDIT AS- 
SOCIATION 

Mr. WiLUAM Brandt. Thank you very much. Congressman 
Weaver. 

I want to thank Congressman Smith for giving us the opportuni- 
ty to speak before this subcommittee, and I want to thank all the 
members of the committee. 

I have prepared remarks, and I ask that they be incorporated 
into the record. 

Mr, Weaver. Without objection, they shall be made a part of the 
record. 
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Mr. WiLUAM Brandt. I, as previously stated, had the distinct 
privilege of acting as legal counsel for the board of directors of the 
Willamette Production Credit Association. I say that that was a 
privilege because, in my legal career, I have rarely represented cli- 
ents or men of the kind of character, personality, and courage that 
these directors personify. To me, they are an example of what the 
farm credit system was intended by Congress to be when it was 
formed in 1933. It has been the most successful experiment or piece 
of l^slation in terms of self-help, I think, in congressional history. 

What is important to note about these directors that I represent- 
ed in this Federal court action is the fact that, as Congress intend- 
ed, they personified local involvement, farmer control of the asso- 
ciation, and instead of rolling over when they were thrown out of 
office as they literally were by the FCA, in the best interests of 
their constituents, their shareholders, they banded together, used 
their own money to retain our law firm — and it is also a great 
credit to the membership that there was a membership drive of $25 
donations to fund or partially fund this action in Federal court. We 
had a tremendous response from farmers who were literally hurt- 
ing, severely hurting for funds. 

So I would say, in representing these individuals, I represented a 
group of people who proved that this system works. What concerns 
me is that the action that I had to represent them in should never 
have taken place in the first place had the Farm Credit Adminis- 
tration officials in Washington paid attention to what Congress in- 
tended them to do. 

I think it is tremendously disturbing that one junior institution 
must go to court to fight ofT a blatant takeover attempt by its 
parent organization when the people who suffer from that, of 
course, are the farmers that that very oversight agency is charged 
by Congress with protecting. So, to me, that was very troublesome. 

Getting into the specifics of the action — and Congressman 
Thomas' comments are very appropriate — it is important to note 
that what the Farm Credit Administration did here was totally in- 
consistent with their policy and direction — and I will provide spe- 
cific examples of that — first, as Congressman Smith indicated, 
starting with the June special audit. 

In April, the FICB, in a routine audit, came up with about $2.6 
million in losses. In June, in a secret audit, the FCA came up with 
just enough losses to throw this association into involuntary liqui- 
dation, with no basis whatsoever, as we subsequently proved in 
court. 

On August 10, they literally and physically locked the board of 
directors out of the association and took over with newspaper pub- 
licity indicating that they were going to foreclose on a number of 
valley farms — zigain, a total instance of bad faith; no communica- 
tion whatsoever with the directors who represented these share- 
holders. 

Then, between that August 10 period and our filing of the court 
action, we had no communication whatsoever with the FCA. They 
refused to negotiate; they refused to talk. This was what they had 
to do. That was the party line. 

In all my legal career, I have rarely encountered situations 
where you cannot sit down at a negotiating table to try to resolve 
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differences, especially when these differences are hurting live 
people, and the harm is being done by an agency in Washington, 
DC. to people on the farm who desperately needed the help of the 
agency that was chartered by Congress to provide that help. 

We then filed our court action. The attitude of the FCA toward 
our court action and toward the judge, as stated by FCA's counsel, 
was that the court had no business getting involved in FCA's busi- 
ness. So they didn't want Congress to be involved; they didn't want 
the courts to be involved; it was their business. 

Judge Panner, of course — and I am sure the Congressman knows 
Judge Panner — was not impressed by their ailment and did get 
involved. On October 6, Judge Panner continued a temporary re- 
straining order. 

At that time, the Farm Credit Administration, in an action 
which should shock everyone's conscience here, cut off promised 
committed funds to valley farmers which had promised that the 
commitments would have been honored in writing. They cut those 
funds off and literally tried to starve the directors or coerce them 
out of this lawsuit. 

I will quote Judge Panner's decision. He comments on this: 

Defendant's sudden cutoff of previously committed loan funds partakes of an inex- 
cusable and unsuccessful effort to coerce the Court into approving an improper 
audit by threatening liardship to individual farmers. 

Well, believe me, not only did they threaten hardship; they cre- 
ated hardship to valley farmers. 

My phone at my office rang. The directors were contacted on the 
roads as they were going back to and from their farms by farmers. 
This hurt, lltiis was at harvest time, and to me, it is an inexcusable 
act that somebody should answer for. To date, we have never had 
an answer for that action. 

Well, that is what happened on October 6. Something else hap- 
pened on October 6 that troubled me, and that was that after it 
was represented to me — and I was acting as an associate or adviso- 
ry counsel to some Washington lawyers who were attempting to 
get together an action to prevent the same thing from happening 
to the Puget Sound Production Credit Association — it was repre- 
sented to me by counsel for the Farm Credit Association that they 
weren't going to liquidate the Puget Sound Credit Association for 
30 days or the 1st of November, 

The day we got our restraining order, they moved in lock, stock, 
and barrel and took over, by total surprise, the Puget Sound Pro- 
duction Credit Association, which I considered to be a total breach 
of good faith amongst counsel. Lawyers have an unwritten code 
that you don't set someone up by telling them something and then 
doing totally the opposite. 

Thereafter, we went into the process of taking testimony in the 
lawsuit. This went on over 2 or 3 weeks. During that trial. Judge 
Panner continually directed the parties to get together for settle- 
ment talks. The FCA categorically refused to even sit down with 
us, much less provide any kind of proposals. The PCA directors 
came up with proposals to attempt to get loan funds to these farm- 
ers who needed them. The FCA would absolutely not hear of it. 
They could only have the situation eis they wanted it, which was 
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the liquidation of the Willamette Production Credit Association 
and the transfer of its territory to central Oregon, which the judge 
and everyone else recognized was totally unworkable. 

Governor Wilkinson, we subpoenaed him. He refused to come out 
and testify or meet with these people. To me, when the leader of an 
agency will not come out and deal with a problem face to face, I 
think you have got some leadership problems, and I think Congress 
needs to know about that. 

They willfully withheld written regulations which we had repeat- 
edly requested. They represented to the court that they didn't have 
them or they couldn't find them, and finally, on the day when they 
were critical to the trial, they showed up. The judge was very upset 
with that. It bothers me that responsible Federal agenQi officials 
would act that way before a Federal court of the United States and 
not provide written documentation as requested through proper 
legal means. 

Then when the restraining order was placed into effect, they sent 
a letter immediately to all the members of the Willamette Produc- 
tion Credit Association saying that they were going to liquidate the 
WPCA; they had expanded the charter — this was in total contradic- 
tion to the judge's restraining order — and essentially, what they 
succeeded in doing was causing so much chaos amongst the mem- 
bership of the WPCA that the loan volume of that association has 
diminished by some 25 percent, or from $80-some million to $55 
million. 

What they could not accomplish through the means of an unlaw- 
ful audit, they have accomplished by the natural attrition process 
of scaring away the good borrowers of the association to banks 
which would take them, thus leaving the association permanently 
or fatally crippled. 

We got into settlement talks after Judge Fanner's decision was 
issued on October 26, and I most definitely would commend Judge 
Pamner's opinion, which is some 20 pages. It really tells the story 
better than I can do it or anyone else. It is part of an exhibit to my 
remarks, and I think it will shock a lot of the Members of Congress 
who review this to find that an agency would engage in that type 
of conduct. 

We then went into settlement talks. I would point out the FICB 
at that point in time — and this is a credit to their president, Larry 
Butterfield — sat down with us and we worked out solutions. Glar- 
ingly absent from those talks was any representative of the Farm 
Credit Administration. They would not negotiate with us. Their 
line was. Ail we'll do is conduct a new audit and prove that we 
were right in the first place, and we'll do it by the books. 

Well, they have taken 6 months to do that. They have not proven 
that they were right, although, like I say, they have accomplished 
what they set out to do, the destruction of a 50-year-old PCA by the 
natural attrition process. If we cannot mftke new loans, we cannot 
function in business. 

But in one example alone where they said we would have a $1.5 
million loss on one loan, one of the most prominent Oregon banks 
took that loan over and paid the PCA out dollar for dollar. So I am 
not sure who is a better credit analyst, a private bank or the FCA, 
but in that instance, they were $1.5 million wrong. 
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The question I have that I think has got to be addressed by this 
committee is. What is going on with the FCA? Why won't they use 
revolving funds? Why are they trying to take the control of a 
system away from the member-borrowers who have run that 
system so properly and so well and so successfully for the past 50 
years? 

Their own chief examiner indicated that the last 4 years were 
the worst years in agriculture since the Great Depression; yet they 
adopt a philosophy which is, let's collect our loans before the com- 
mercial banks or anybody else. And to me, that is a total deviation 
from their responsibility, and I am grateful for the opportunity to 
speak to this committee, and I know this committee is going to do 
the right thing and is going to inquire into what is going on at FCA 
so that this trend can be reversed and the integrity of the system 
can be restored. 

Thank you. 

[The prepared statement of Mr. William Brandt appears at the 
conclusion of the hearing.] 

Mr. Weaver. Thank you, Mr. Bill Brandt, Congressman Smith, 
and Mr. Philip Brandt. 

I would like you to answer the questions that Mr. Bill Brandt 
raised. Why is the FCA doing this? What has happened? 

Mr. Phiup Brandt, We really don't know. Mr. Bowling referred 
to a change in attitude, and I think Congressman Thomas also did, 
about 10 years ago, in Farm Credit. That interested me very much 
because that is exactly the impression I have had about Farm 
Credit, that beginning about 10 years ago, this centralization of 
power began. . 

I cannot understand what they are trying to do. 

Mr. Weaver. Are you sure they are not taking orders irom 
0MB? 

Mr. Phiup Brandt. I have no idea. It is not my style to look for 
bogeymen around anywhere, but I confess to being completely con- 
fused as what Farm Credit's actions are. 1 know one thing, that 
Farm Credit is acting contrary to what the people in the field 
want. 

Mr. Weaver. How loi^ have these people that you are talking 
about been in office, in the offices they hold? Are they old-line FCA 
people, Mr. Wilkinson and the others you have dealt with? 

Mr. Philip Brandt. I don't think so. 1 think they are generally 
newer people. I am not sure when Mr. Wilkinson became Governor. 
It has to have been probably 7, 8, or 9 years ago. 

Mr. Smith. In 1977. 

Mr. Philip Brandt. In 1977, I believe. I think the trend had 
begun before that, though. 

Mr. Weaver. So you think it is an internal evolvement of this 
agency as it has become Washington, DC, centered? 

Mr. WiLUAM Brandt. Congressman, if I could comment on your 
question. One reason, I think, that they have done what they have 
done is they occupy an independent agency status. Now that they 
are totally privately funded, they are no longer answerable t« you. 
The minute they tap that revolving fund, they become answerable 
to Congress, and Governor Wilkinson becomes accountable. 
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Mr. Weaver. I think that is a very good answer. Yes, that strikes 
me, at least, as imminently logical. 

Mr. Phiup Brandt. If you would read the first exhibit in my tes- 
timony, it is a letter from the chairman of the 11th Farm Credit 
District — that is the Sacramento district. The chairman wrote this 
letter August 25, 1983, and it is in the subject of this centralization 
and the dissatisfaction that the board of directors of that district 
has with the policies of Farm Credit. 

Another thing is the second exhibit in my report, a news release 
dated April 11, 1984, from Washington, and I think this illustrates 
what h^ happened, also. In the first paragraph of that news re- 
lease, which is announcing a reorganization of FCA, Governor Wil- 
kinson is quoted, and this is the quote: 

FCA's fundamental responsibility is to protect the public trust in the strength and 
stability of the syst«m institutions and to be an informal voice about agricultural 
lending and finance, 

Mr. Weaver. That is very good. 

Mr. Philip Brandt. If you will read the first paragaph of the 
Farm Credit Act of 1971, you will know immediately that he is 
clear off tai^et on what the fundamental responsibility is. 

Mr. Weaver. Sure. It is the old story, and it repeated time and 
again — the Government agency becoming more concerned with its 
own power, with its own privileges and rights, than it does the 
people it serves, and they have got to be shaken up and shaken up 
but good. 

I would like just a few specifics from you for the record. What 
percent of the Willamette PCA loans were in fish loans? Do you 
know? 

Mr. Phiup Brandt. Ours were less than the other two associa- 
tions involved. Ours were about 10 percent. 

Mr. Weaver. About 10 percent. What percentage of those were 
bad losms? 

Mr. Philip Brandt. About 10 percent. 

Mr. Weaver. Ten percent of the ten percent? 

Mr. Philip Brandt. Yes; that was as of last August. 

Mr. Weaver. I have heard that 

Mr. Philip Brandt. Well, you know what has happened to the 
value of the fishing fieet since this wholesale liquidation began 
under the Farm Credit Administration. 

Mr. Weaver. Right, yes, just disastrous. 

Mr. Philip Brandt. At least 25 percent loss in values, and per- 
haps more. 

Mr. Weaver. I know. 

Mr. Phiup Brandt. And there is no market. 

Mr. Weaver. I know. 

Mr. Phiup Brandt. It has destroyed the values not only for 
those who were borrowers but for those who were not borrowers 
and who might have wanted to sell their boats or do something 
else. It has just ruined the fishing industi^. 

Mr. Weaver. I want to jump full-scale into this fight, and I want 
you to help me. I have been having my fight with another lending 
agency, the WPPSS, and I am ready to tackle these people, and I 
want you to help me. 
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Mr, Smith. Mr. Chairman, you are aware, that in my written tes- 
timony I mentioned the GAO audit that we requested. 

Mr. Weaver. Yes; when will that be due? When is that coming? 

Mr. Smith. I am not sure. They are working on it. It has been a 
Httle over a month since the GAO began its audit. The intent of 
the Farm Credit Act of 1971 is not being followed, and I think, ulti- 
mately, a lot of what the FCA did to the borrowers and to the offi- 
cers involved with the Willamette PCA will be settled in the 
courts. I wouldn't want to bet on the fact that the Farm Credit Ad- 
ministration wins in court, because I think they were guilty and I 
think that Judge Fanner's initial decision certainly shows this. It 
certainly is a credit to the people who stood up to the FCA that, as 
you said, overstepped its bounds. 

Mr. Weaver. Yes. Well, I appreciate that, and I will await eager- 
ly the GAO report. 

I recognize our good and distinguished friend also in the same 
region, the gentleman from the State of Washington. 

Mr. Morrison. Thank you, Mr. Chairman. 

I would like to start by mentioning — there are just a limited 
number of us from the Northwest in the audience — that our Con- 
gressman Denny Smith brought this issue to me and in fact to a 
number of us in the Congress, I would say a year ago if not more, 
so, Denny, I commend you for your efforts, and I think your selec- 
tion of witnesses certainly is outstanding. 

Let me just mention that in my few years here in service on this 
subcommittee that there has been sort of a paternalistic or protec- 
tive attitude toward the farm credit system. There has been a 
"love-in," if you will. It has independently done its thing and has 
done it very well, and while we have had the chance of meeting 
with the Governor and asking a few questions, most of the relation- 
ship we have had as members of this committee has been through 
our own local Production Credit Associations or Federal Land 
Banks and other elements of the farm credit system. 

So we have not asked the questions which the chairman men- 
tions now as being worthy of asking, and I certainly agree with it. 

Mr. Phil Brandt, I commend you for coming out of retirement to 
help the people that you served for these many, many years. 

I was going to ask the same question about the timing of the gen- 
eral audit, and you say that there is no specific date? 

Mr. Smith. No; we don't have any guarantee. They are supposed 
to get it to us as soon as they finish. We had hoped 90 days would 
be sufficient to get it out and on the table. So maybe sometime by 
the 1st of July, I would hope. 

Mr. Morrison. I would think, Mr. Chairman, that if that audit 
was available, it would be a logicad point for thorough investigation 
by the committee. 

Also, I was going to ask about the timing on the second FCA 
audit. I understand they are involved now in another round of 
audits. Do we have a time on that? 

Mr. Philip Brandt. The first audit was June 30, 1983. That is 
the one on which they based the takeover action. 

After Judge Fanner's decision, October 26, we got together with 
the Federal Intermediate Credit Bank of Spokane, which is now 
under new management, and the Credit Bank said, "We'll do a 
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new audit, we'll complete it by December 31, and we'll get this 
thing settled, and we'll get you back in business." 

They had no sooner begun that audit than Farm Credit said: 
"No, we're going to do the audit. The Governor said we did a bad 
one, and we're going to do a good one, and we'll have it done by 
January 29, 1984." 

The moved in with some 10 to 12 people, and they finally moved 
out on March 15, and we still don't have an audit report. We have 
a general idea — in fact, better than that; let's be fair — we have a 
pretty specific idea of what they think our losses are, and they are 
much less than what they said, and there have been a remarkable 
number of changes, shifts, so I don't think their batting average is 
all that great. But we still do not have the fined report on that 
audit. 

Mr. Morrison. Mr. Chairman, I would suggest, based on that, 
that this subcommittee make a specific request both to the GAO 
and to the Farm Credit Administration that both of these docu- 
ments be prepared on a timely basis for evaluation by the subcom- 
mittee. 

Mr. Weaver. I think the suggestion by the gentleman from 
Washington is an excellent one, and I ask unanimous consent that, 
pending also approved by the subcommittee's standing chairman, 
the gentleman from Tennessee, Mr. Jones, that the subcommittee 
write a letter to the FCA whose nature is described by the gentle- 
man from Washington. 

Without objection, that is so ordered. 

Mr. Morrison. Mr. Chairman, I just had three other points that 
I think should be put not necessarily as questions to the panel, but 
in Congressman Smith's testimony, he mentioned the possibility of 
a separate audit section within Farm Credit Administration, inde- 
pendently operated, and that we should investigate both the use of 
the revolving fund and the secret classification of loans, all of 
which were used in undermining this outstanding farm lending fa- 
cility which has run in Oregon for many years. 

Mr. Weaver. If the gentleman would yield, I completely concur. 

Mr. Morrison. Thank you, and I thank the panel. 

Mr. Weaver. I would like to leave you with this thought that at 
lefist I have had. I was thinking, what if the Federal Reserve Board 
had treated the large international banks, with their huge loans, in 
the same way. What a double standard. 

Our farmers are testifying here that they are being pushed 
into bankruptcy while the Federal Reserve bails out these other 
banks. 

Well, gentlemen, thank you very much. We appreciate it, and I 
think your trip back here and your testimony was extremely help- 
ful and valuable. 

Mr. Smith. Thank you, Mr. Weaver. 

Mr. Philip Brandt, Thank you, 

Mr. Jones of Tennessee. I want to take this opportunity to thank 
Congressman Weaver for chairing the hearing in my absence while 
Congressman Denny Smith and the group that was with him testi- 
fied. 



Digitized byGOOgle 



61 

We will now be glad to welcome our colleague and a former 
member of this committee, Hon. Byron Dorg£in from the State of 
North Daikota. Byron, do you have some people with you, or are 
you by yourself? 

Mr. DoRGAN. I am appearing alone at this time, Mr. Chairman. 

Mr. Jones of Tennessee. It is always good to have you, and we 
welcome you back. You may proceed as you wish. 

STATEMENT OF HON. BYRON L. DORGAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NORTH DAKOTA 

Mr. DoRGAN. Thank you, Mr. Chairman. 

Mr. Chairman, I have prepared a statement that I have submit- 
ted to the subcommittee. I will not read the statement, but if you 
would include the entire statement in the record, I would appreci- 
ate that. 

Mr. Jones of Tennessee. Without objection, it will become a part 
of the record. 

Mr. DoRGAN. Mr. Chairman, the reason that I asked to come by 
the subcommittee today was to talk a little about the credit prob- 
lems that family farmers face in North Dakota. I know that you 
are dealing with not only a specific bill but general issues of credit 
here today in this hearing, and I want to tell you that the farmers 
in North Dakota are very similar to the farmers that you heard 
from earlier today. They face some very serious problems. They 
cannot find adequate credit in some instances; in other instances, 
they can find credit but it is too expensive to justify borrowing, 
given the low prices and the even lower projections coming out of 
USDA for the price of wheat. 

We have had about 4,000 farmers leave the farm in North 
Dakota between 1978 and 1982, We have a total of about 40,000 
feunily farmers, so 1 in 10 left the farm between 1978 and 1982. My 
guess is that trend has probably even increeised since 1982. So we 
have some very serious problems that the farmers face out in the 
midwestern part of the country. 

The folks that are probably the busiest in the midwestern part of 
the country are the auctioneers. If you want to hold an auction 
sale, it is awfully tough finding an auctioneer with a time slot 
open. If you go to those smalltown cafes and hardware stores and 
take a look at the bulletin boards, what you will find is those bulle- 
tin boards are peppered with farm auction sale notices. 

That has not been something that has been a regular occurrence 
over the years. It has happened most particularly from 1978, 1979, 
forward. 

Mr. Weaver just made an interesting comment, I thought. It is 
true that if an American bank of major proportions decides to lend 
money to Brazil, or Mexico, or Argentina, and the bank gets in 
trouble with those loans, this Government seems all too anxious to 
go to the public medicine chest to help it out. 

In fact, when a major money center bank loans money to Brazil 
and Brazil cannot repay, or Argentina cannot repay, there is a 
threat to declare those loans as nonperforming loans. 
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Well, when a farmer cannot repay, all too often there is an auc- 
tion sale. They lose the farm. There is not any threat about classi- 
iying or nonclassifying. The farmer loses the farm. 

It is interesting that a couple of weekends ago when Argentina 
was having some serious problems, over the weekend our Secretary 
of the Treasury, who, incidentally, says that farmers are victims of 
their own greed, came up with $300 million somewhere in order to 
solve the Argentina problem and prevent the Argentina loans from 
becoming nonperforming loans. 

Well, I wish I would see that kind of sensitivity about the farm 
credit problem in this country that you see about the Argentina 
credit problem out of the U.S. Treasury Department. 

Farmers are not victims of their own greed. We have some high 
flyers who buy everything in sight and get in trouble for it, but 
that is like suggesting the Cadillac welfare queen is representative 
of the helpless in this country who legitimately need public assist- 
ance. 

Most of the farmers who have trouble in this country have diffi- 
culty because the price of wheat has decreased about 90 cents a 
bushel in the last 4 or 5 years and interest rates remain extraordi- 
narily high. And, given the low price of wheat and high interest 
rates, the family farmers, by and large, cannot make a go of it. 

So what we need most desperately is a better price. But, in the 
interim, we also need credit available to farmers for operatii^ pur- 
poses at a reasonable interest rate. 

The Farmers Home Administration in North Dakota, a Farmers 
Home Administration that I have had some difficulty with on a 
number of issues, has already this year exceeded the operating 
loans that they gave out all of last year. That describes, I think, 
the difficulties, the credit needs, that the family farmers have. 

Now, as the chairman knows, farming is an occupation in which 
in order to have an economic system that works for that farmer, 
you have to borrow money to buy seeds and petroleum and fertiliz- 
er and other things in the spring. You plant those seeds, and you 
hope that by fall, if nothing happens of a catastrophic nature, you 
are able to harvest something that you will then take to a 
market — a market, incidentally, where people who will never have 
things are selling it to people who will never get it and these 
people determine the price — and you hope that that price that is 
determined over those months is a price that is reasonable so that 
you can cover the costs that you began to incur in the spring. 

It is a very unusual kind of occupation, and it is an occupation 
that requires a substantial amount of credit. That is just the way it 
is. And that credit has become so extraordinarily expensive that, 
given the price of the product in recent years, family farmers 
cannot show repay ability. 

The other interesting point about the credit situation is that 
farmers can now go into banks that they have done business with 
for years and years and fully collateralize a loan that they wsmt to 
make, and the bank in some instances is going to say, "Sorry. You 
wamt to borrow $20,000 and you can pledge a full quarter section of 
land against this collateral. We understand that is fully collatera- 
lized. But you can't show a cash flow, and for that reason, you 
don't get the loan." 
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There is a completely different standard applied by the FDIC and 
by the bank regulators to farm loans as opposed to the standard 
they apply to (^ticbrp, who has a lot of soft paper for loans they 
have made to Brazil. Citicorp makes 20 percent of its profit — think 
of this, 20 percent of its profit — on 4 percent of its assets. Those 4 
percent of its assets eire loeins they have made in Breizil. Those 
loans are soft, and if the banking supervisers and the hank examin- 
ers h£id the same standard they apphed to those kinds of loans as 
they do to the loans in the small bank in Harvey, ND, or Dickin- 
son, ND, or Grand Forks, ND, on loans that are made to family 
fanners, there would be a completely different result in the evalua- 
tion of banking assets in this country. 

All I am saying to you is that as a committee whose responsibil- 
ity it is to try to determine what we need to do to develop an ade- 
quate credit supply at reasonable prices for family farmers, we 
have to attempt to do some things differently than we have done in 
recent years. We need much more coordination between all of the 
lending institutions and agencies — the Feirm Credit Administra- 
tion, the PCA's, the Federal land banks, the Farmers Home Ad- 
ministration, the independent banks — we need those folks pulling 
the same wagon in the same direction. We need much, much better 
coordination of lending poUcies. 

Second, I would like to see the committee consider a new ap- 
proach to Farmers Home Administration lending practices. I would 
like to see us take a look at having a Farmers Home Administra- 
tion lending policy — which, by definition, is lending to the most 
fragile of farmers, people who cannot get credit elsewhere — deve- 
lope a flexible interest that would move up or down depending on 
the commodity price or the yield for that year. 

I think that the very reason that we have a Feirmers Home Ad- 
ministration is to try to give folks who otherwise probably could 
not stay in farming an opportunity to continue to try to farm. In 
order to do that, we have to provide credit at a reasonable price, 
and that price has to have some relationship to the price of that 
commodity or some relationship to the ability of that person to be 
able to produce in that given year. 

It seems to me that maybe we ought to take a look at providing 
some sort of flex-interest rate plan that would rise or fall with 
yield or rise or fall with the price of the commodity, and use that 
opportunity to develop a Farmers Home Administration loan prac- 
tice that is much more compatible to helping the very farmers that 
the Farmers Home Administration is supposed to be helping. 

Let me say, having left the Agriculture Committee, Mr. Chair- 
man, that I know that your responsibilities here otb very substan- 
tial, and there are not readily apparent, easy solutions to these 
problems. 

I think that the timing of this hearing to try to determine what 
the situation is out there is very propitious timing. The situation is 
very, very serious for a whole lot of family farmers who are not 
just going ttf lose a loan or are not juat going to lose one crop; they 
£Lre going to lose the family farm that, in many instances, their 
father or their grandfather homesteaded on, and I think that we 
need to do something about that. 
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That family farmer's credit needs are far more important to this 
country than the credit needs of Argentina or Brazil, far more im- 
portant. And yet, again, when we have the threat of nonperforming 
assets with loans mat are made to Brazil or Argentina, quickly, 
very quickly, we see the public officials of this town scamper 
around, hold late-night meetings all weekend loi^, and come up 
with a viable plan to save those assets. 

By gosh, if they can do that, it seems to me they ought to be able 
to do something for farm credit that desperately needs revision. 
They ought to be able to do something to provide reasonable inter- 
est rates to family farmers who need that credit for operating pur- 
poses. 

So zigain, I want to support the work of this subcommittee and 
urge you to take a look at developing a little different approach to 
Farmers Home Administration interest rates, eind to do what you 
can to try to coordinate the efforts of all of the lending institutions 
and agencies that we have created to try to help fimiily farmers. 
They desperately need that at this time. 

[The prepared statement of Mr. Dorgan appears at the conclu- 
sion of liie hearing.] 

Mr. Jones of Tennessee. Thank you very much, Byron. We do ap- 

freciate your return to give us this ins^ht into farm problems, and 
cannot help but agree with you wholeheartedly that this is the 
real problem. 

Sid, do you have any questions of the Congressman? 

Mr. Morrison. Just a comment, Mr. Chairman. 

Our colleague's experience on the committee and on this subcom- 
mittee is reflected, I think, in the very practical suggestions that 
he offers to us, and I look forward — and I am sure the rest of the 
subcommittee will — to following through, Mr. Chairman, as I know 
that we will in this area at this time of very real dilemma in all of 
our States. 

Mr. Dorgan. Thank you, and I have provided the committee, as I 
said, with a copy of my testimony that I wish to have in the record. 

Mr. Jones of Tennessee. We will take a real good look at it, 
Byron. 

Mr. Dorgan. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. We will see to it that the rest of the 
committee members are exposed to it, also. 

Thank you very much. 

Mr. Dorgan. Thank you. 

Mr. Jones of Tennessee. Our next witness will be Mr. Kelly S, 
Brown, an attorney, of St. Simons Island, GA. 

Mr. Brown is accompanied by Mr. Walter Hays of Waycross, GA; 
Mr. Marvin L. Hays of Waycross, GA; and Morris and Marba 
Chesser of Hortense, GA. 

We certainly welcome each and all of you here today. We are de- 
lighted that you are able to be here. We regret the fact that you 
have had to wait this long, but for this reason, we felt it best not to 
recess the hearing and go right through, and for that reason, Mr. 
Brown, you may take over and present the testimony a^ you please. 

You may either use your full testimony or do whatever you like, 
and, regardless, your entire written testimony will be made a part 
of the record. 
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STATEMENT OF KELLY S. BROWN, ATTORNEY, ON BEHALF OF 
THE NATIONAL ASSOCIATION OF FARM DEBTORS 

Mr. Brown. Thank you, Mr. Chairman. 

I will have to say that we are down to qualify at this point. 

It is a very great privilege for me to be here and participate in 
the legislative process. 

Mr. Jones of Tennessee. Do you want to introduce your panelists 
with you? 

Mr. Brown. What I was going to do was, first, to make a short 
statement and then let them tell their own names, 1 think, and 
then their comments. 

Mr. Jones of Tennessee. All right. However you like. 

Mr. Brown. I was hoping that Congressman Lindsay would still 
be here. I am in his district. 

Mr. Jones of Tennessee. He may be back by then, too. I suspect 
he is in another committee. 

Mr. Brown. Mr. Chairman, we have heard a lot of grievances 
this morning and a lot of solutions and a statement of a lot of prob- 
lems. But we are here to put the spotlight on the problem as it 
really is, and that spotlight is on the Farmers Home Administra- 
tion and, most particularly, the county supervisors and their staffs. 

The Farmers Home Administration has been given a job by Con- 
gress. Congress did its job; they passed the necessary laws. Regula- 
tions were written and published. There was really nothing left to 
be done at that time. It was the Farmers Home Administration 
that let you down. 

Had the Farmers Home Administration carried out the laws as 
passed and the regulations as published, it is not an exaggeration 
to say that there probably would not be a single foreclosure nor a 
single bankruptcy nor the loss of a single family farm in the 
United States since at least 1976. 

When the Congress passed these laws, the reason that the Farm- 
ers Home Administration was given the mission of delivering these 
services was because, in the former days of 10 to 15 years ago, that 
was the finest delivery system in America for rural America, and 
that very efficiency and that very adequacy was its own undoing, 
because every time a new program came aloi^, such as community 
facilities, 502 rureil housing, and many, many others, the Farmers 
Home Administration was given the responsibility of carrying that 
out. 

What it amounted to was, since 1976, when the President signed 
orders that vastly increased the borrowers that were eligible for 
particular EM loans, the Farmers Home Administration's numbers 
of borrowers, applicants, their needs, the types of farms, and their 
problems underwent a dramatic increase in size and complexity, 
and yet their staff did not increase but very, very little throughout 
that time. 

At that time, in the early 1970's, when the Farmers Home Ad- 
ministration had only a few billions of money to service and a 
quarter of a million or so borrowers, but the time cjune, by 1977 
and 1978, during the drought years, when they had up to $60 or 
$70 billion to service and over 1 million borrowers. 
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This left them with very little time to service the loans which 
they held on the books. From 1977 until the present, tiiere are 
many, many important regulations that would have prevented 
these foreclosures, that the Farmers Home Administration has 
been either forced to ignore or they did not ask Congress for the 
sta^. 

For instance, Senator Herman Talmacfee told me that they had 
demanded on many occasions for the Farmers Home Administra- 
tion to come in and ask for a budget that would do the job. The 
Farmers Home Administration would ask for a certain, say for 
8,000 staff, and the Congress usually would increase it at least 10 
percent, thinking, well, that's for good measure. The Farmers 
Home Administration would end up maybe by hiring only even 
under that number. So they were always understaffed, particularly 
in the county offices where these services are delivered. 

The main regulation that Congress passed that would have saved 
these farmers is known as 1924(b) of the Code of Federal R^ula- 
tions. It is management assistance. It consists of five divisions. In 
effect, the Farmers Home Administration, in a brief filed them- 
selves in court, stated of the two missions they were handed by 
Congress, the dispensing of money was actually of secondary impor- 
tance. The first mission was management assistance, planning, 
analysis, crops, so on and so forth, the very things that would have 
caused a person to have a crop and production even in bad years. 

For instance, the Code of Federal Regulations mandates the fi- 
nancing of irrigation, and a pattern has emerged that in the years 
since 1977, particularly in the South, the single greatest character- 
istic of the destruction of these farms has been no production be- 
cause they burned up in the fields, and yet irrigation equipment 
most times was refiised when these men asked for it. 

There are far, far too many derelictions upon the Farmers Home 
Administration's behalf for me to enumerate them here. But I 
would like to lay down two challenges to this subcommittee. 

One is that they call our bluff and schedule a series of hearings 
around the United States so that we can have the former borrow- 
ers, past and present, with the Farmers Home Administration 
come in and tell their story. 

No. 2, I am so certain that what I say here is true that I would 
challenge the Farmers Home Administration, through this subcom- 
mittee, to assign to us 10 farms that they already have in foreclo- 
sure which they say are hopeless, and with the staff mainly from 
the University of Geoi^a, I feel that we could turn that around in 
any 1 year and show the Farmers Home Administration, only 
using the laws and r^ulations that have been in efi'ect since 1976, 
by and lat^e. 

Theink you, Mr. Chairman. 

[The prepared statement of Mr. Brown appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Mr. Brown. 

Eto you want to present the other witnesses, or do you want Mr. 
Thomas to do it, or how would you like to handle it? 

Mr. Brown. I would like to have Mr. Thomas do it. 

Mr. Jones of Tennessee. Lindsay, if you would like to do that, 
since I presume all of these witnesses are from your district. 
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Mr. Thomas. Mr. Chairman, they are from just outside my dis- 
trict, but they are all good friends and people that I have known a 
great deal of their lives. I have seen their enei^es, and their lands, 
and the struggling. They are people with long ties to the land, and 
I am glad that th^ are here today to testify. 

I want to say, Mr. Brown, that I appreciate your interest and the 
way you pursued this matter, not only in your clients' interest but 
io the interest of all people concerned. So I am glad that you are 
here today. 

We have Mr. and Mrs. Chesser here, on your right, and then Mr. 
Walter Hays and Mr. Marvin Hays here on your left. I will let 
them go in the order that they would like to at this time. 

I do want to say to you agmn, I know it has been hard on you to 
get up here, and it has been expensive to you, and I know you are 
doing it not for your own personal interest alone but for the sake 
of farmers across the Nation who have been faced with the same 
kinds of difficulties and problems that you have. So I welcome you 
here to this subcommittee, and I appreciate again the chairman al- 
lowing me to come in and sit on this subcommittee, and again, I 
would hope to be a permanent fixture on this subcommittee, but 
with that, I would go to Mr. Marvin Hays. 

STATEMENT OF MARVIN HAYS, FARMER, WAYCROSS, GA 

Mr. Marvin Hays. Mr. Chzurman, I would like to thank you for 
allowing me to testify here. 

My gripe with the FmHA is — I am Marvin Hays from Waycross, 
GA, Ware County, and I was in the dairy business. I was paid cur- 
rent. I was paying over $102,000 a year, and they cut me off in raid- 
stream and gave me no answer as to why. 

Mr. Jones of Tennessee. Does that complete your statement, Mr. 
Hays? 

Mr. Maevin Hays. Yes. 

Mr. Jones of Tennessee. Mr. Walter Hays. 

STATEMENT OF WALTER HAYS, FARMER, WAYCROSS, GA 

Mr. Walter Hays. I am Walter Hays from Waycross, GA, 

Mr. Chairman, I appreciate this opportunity to serve on this sub- 
committee with Members of Congress here, especially Mr. Thomeis 
here, even though he is out of my committee. He bumped on a situ- 
ation there a while ago. He said he was a full-time farmer. This I 
cem vouch because my wife is from the same county that he farmed 
in. 

He brought out a statement there that he had seen the bank 
president with the Federal Land Bank dismissed from that oi^ani- 
zation. Likewise, he has seen one of the Land Bank directors lose 
his farm, which I won't caXl his name. 

When I was leaving, coming up here, I saw another member who 
is also chairman of the Land Bank Board in my community, lining 
up his farm machinery for sale, fixing to sell his farm May 12. 

But my problem again is not only with the Land Bank. They, at 
this present time, are proceeding with foreclosure action on niy 
farm. My primary complaint today is the fact that I, back in 1982, 
cut silage on my farm, put it In a pit, and at a particular pre- 
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scribed time, I was delinquent with my loan somewhere in the 
neighborhood of $26,000. 

When the loan supervisor came out there, he said: "Mr. Hays, 
you have committed a cardinal sin with FmHA." He stud: "This is 
a conversion of funds." He said: "You should have taken the grain 
find sold it on the local market instead of cutting the silage. My 
intention at that particular time was to sell the silage because I 
had a better market for it than the cash price of the grain. 

That concludes my speech here, and again, I thank you. 

Mr, Jones of Tennessee, Thank you, Mr. Hays, 

Mr, Chesser. 

STATEMENT OF MORRIS CHESSER, FARMER. HORTENSE, GA 

Mr. Chesser. Mr. Cheiirman, I appreciate coming here to testify 
today in front of this subcommittee. 

My gripe with FmHA is that I started off in 1976 with a chicken 
farm and a small allotment of tobacco, and they encouraged me to 
get bigger and bigger. 

When times got rough, bad weather, then they cut me off right 
in the middle of the stream. 

Today we are living in a house that they say they own which 
they paid the land bank off and they foreclosed. They sent us a 
letter back in October telling us to get out, we've got 30 days to 
move out of this house, which I didn't move. Then they called just 
before Christmas and again told me to get out, and I still haven't 
gotten out, and I am not planning on getting out until they move 
me out. 

We are suffering from problems which we didn't cause. We 
weren't the cause of it. We came here to seek some help, and I ap- 
preciate the time, the statement. 

Mr. Jones of Tennessee. Thank you, Mr. Chesser. 

Mrs. Chesser, do you have any statement? 

STATEMENT OF MARBA CHESSER, FARMER, HORTENSE, GA 

Mrs. Chesser. Mr. Chairman, thank you for allowing us to come 
here. 

I would like to say how it is living in a stressful situation with a 
farmer with a farm that has been foreclosed upon. 

No one knows what it is unless they have lived in it. I have 
talked my husband many times out of committing suicide. 

Things got so bad that, well, I had to swallow my pride and get 
on food stamps, and it is hard to explatin to your children when 
there is no security or support to give them. 

Right now, as one of the Minnesota farmers was saying, we don't 
have money to give for medical, to go to medical doctors. My hus- 
band, he has a skin disease, psoriasis, and all this stress has been 
so bad that it has really gotten so bad that he could hardly walk. 
But he couldn't go to the doctor because of this situation with no 
money. 

We have four children. All of them need to go to the orthodon- 
tist, but we don't have the money to take them to an orthodontist. 
Like it is now, they have to grow up with crooked teeth and friends 
making fun of them because we cannot take them to the dentist. 
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That is all I have to say. Thank you. 

Mr. Jones of Tennessee. Thank you, Mrs. Chesser. 

Let me ask Mr. and Mrs. Chesser, has all of your financing been 
done with the Federal land bank? 

Mr. Chesser. No, it has been done through FmHA, too. 

Mr. Jones of Tennessee. It has been done with both Federal land 
bank and Farmers Home Administration? 

Mr. Chesser. Yes. 

Mr. Jones of Tennessee. Well, now, who sold you out? 

Mr. Chesser. PCA foreclosed. 

Mr. Jones of Tennessee. Production Credit foreclosed? 

Mr. Chesser. Yes, sir, on the land bank. Federal land bank. 

Mr. Jones of Tennessee. Nothing heis happened yet as far as the 
sale is concerned? 

Mr. Chesser. No, sir, not yet. 

Mr. Jones of Tennessee. When was the foreclosure? When did 
that take place? 

Mr. Chesser. Somewhere around October. 

Mr. Jones of Tennessee. Who is working the land? 

Mr, Chesser. We haven't worked it in a couple of years. We 
didn't work it last year, and this year I am not farming it agfiin 
because if we cannot get a loan, we cannot operate. 

Mr. Jones of Tennessee. But who is working the leuid? 

Mr. Chesser. It is just sitting idle. 

Mr, Jones of Tennessee. Nothing is being done to it? 

Mr. Chesser. Nothing. 

Mr. Brown. Mr. Chairman. 

Mr. Jones of Tennessee. Mr. Brown. 

Mr. Brown. When he purchased that farm in 1976, the land 
bank contributed $20,000 and the Farmers Home Administration, 
180,000, I believe it was. . 

Mr. Chesser, $60,000, 

Mr. Brown. $60,000. But here is what they did. They bought him 
a chicken farm with scrub land on it. You could not farm the land, 
but you could have chickens. His understanding was that the chick- 
enhouses would be completely obsolete within 2 years. That was 
paying the freight. He was renting 100 percent of his land to farm. 

But, 2 years later, when he went back in to the district officer or 
to the county supervisor, who had approved this loan for chickens, 
they threw him out and said. We don't like chickens anymore. So 
that left him with no way to service the loan, and that was the 
very heart of his problem. 

He was paying $12,000 to service a loan on land and a chicken- 
house he could not use and $12,000 or so to rent land. So, as it is, 
he is sitting out there on land on which he has a house and obso- 
lete chickenhouses. 

Mr. Jones of Tennessee, The rented land was not the land that 
he owned. It was somewhere else, right, that he was actually farm- 
ing? 

Mr. Brown. Correct, sir. 

Mr, Jones of Tennessee. So you are out of business altogether, is 
that correct? 

Mr. Chesser. You might as well say that, yes, sir. 
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Mr. Jones of Tennessee. Mr. Hays, where was your firifincing 
coming from? Let's get this straight. Was it Federal land bank or 
FmHA? 

Mr. Marvin Hays. Mine was coming from both sources, sir. 

Mr. Jones of Tennessee. Both cases. 

Now, did somebody sell you out? 

Mr, Marvin Hays. No, sir. Nobody sold me out, and I was paid 
current with FmHA at this particular time. 

Mr. Jones of Tennessee. You are current? 

Mr. Marvin Hays. No, sir; I am not now. I was at the time when 
my problem started. 

Mr. Jones of Tennessee. Now, let's see, current is then with 
FmHA? Is that January 1 or when is that? 

Mr. Marvin Hays. I was current with FmHA up through Febru- 
ary 1983. 

Mr. Jones of Tennessee. 1983? 

Mr. Marvin Hays. Yes, sir. 

Mr. Jones of Tennessee. What about the Federal land bank or 
the Production Credit Association? 

Mr. Marvin Hays. Well, I was current with them. I had matde 
restitution with them. 1 was current, yes, sir. But I am not now. 

Mr. Jones of Tennessee. Is yours with the Federal land bank or 
PCA? 

Mr. Marvin Hays. Mine is with the Federal land bank. 

Mr. Jones of Tennessee. You are not current with the Federal 
Isuid bank now? 

Mr. Marvin Hays. No, sir; I am not. 

Mr. Jones of Tennessee. Have they made any threat to do any- 
thing? 

Mr. Marvin Hays. Yes, sir. They have served a 10-day letter on 
me. 

Mr. Jones of Tennessee. That if you don't do something in 10 
days, they will? 

Mr. Marvin Hays. They are fixing to start advertising my farm 
in the paper the last of this week, or that is my understanding. 

Mr. Jones of Tennessee. How many acres do you have? 

Mr. Marvin Hays. About 325, 330 acres. 

Mr. Jones of Tennessee. Now, Mr. Walter Hays, do you do busi- 
ness both with Farm Credit and FmHA? 

Mr. Walter Hays. That is right, sir. 

Mr. Chairman, he and I are in partnership together as brothers 
running a dairy farm and a tobacco farm. 

Mr. Jones of Tennessee. I see. A dairy and tobacco farm? 

Mr. Walter Hays. Right, primarily dairy. 

Mr. Jones of Tennessee. I see. Well, do you still have the dairy? 

Mr. Walter Hays. No, sir. At this present time, I am not run- 
ning the dairy farm. 

Mr. Jones of Tennessee. You are not running the dairy farm? 

Mr. Walter Hays. Right. 

Mr. Jones of Tennessee. But you are farming the tobacco, I 
guess. 

Mr. Walter Hays, No, sir. 

Mr. Jones of Tennessee. You are not? 

Mr. Walter Hays. No, sir. 
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Mr. Jones of Tennessee, What will you be doing this year? 

Mr. Walter Hays. It looks like, Mr. Chmrman, if they proceed 
with their action, the only thing left to do is go with the tide, 
unless I keep fighting some way. From what I see, Mr. Chairman, 
it is not only myself. I am not only up here for myself. I see other 
fellows, as Mr. Lindsay Thomas stated, in my area here. He and I 
both borrowed from the same Federal land bank district in Black- 
shear, GA. The man is telling the truth. We have seen people go 
down. 

I don't understand the complete philosophy or the turnaround in 
the Federal land bank in our area, as well as FmHA, because when 
my problem first started, I went in and I told the director, I said, 
listen, we are going to have to do something about this. He called 
in one of the assistant district directors, who was Mr. Paul Purcetl. 
When he got there to the meeting, he said to me, "Joe" — which is 
my name that I go by — "Joe, you know you have a divorce from 
FmHA." He said, "There is nothing else we can do." I said OK. He 
satid, "The only thing left to do is bankrupt." 

His problem at that particular time was my brother. He was 
looking at it and he saw a dairy farmer that was current. He was 
getting information from his colleagues saying, listen, the dfiiry 
business is in trouble; we can't expand the dairy business. But his 
problem was, how can I get rid of my brother that is current, but 
we've got to get rid of both of them to shut down a farm in oper- 
ation. 

At the conclusion of our meeting in October 1981, the man said, 
"I don't see anything for you fellows to do but to bankrupt that 
farm." At that particular time, I got up; I walked outside, my 
brother and I, and said, "Well, it may be the answer." "But," I 
said, "I don't give in that easily." 

Mr. Marvin Hays. Mr. Chairman, I would like to say that some- 
time in the last of November, I had to check into a psychiatric 
ward. I am under a psychiatrist right now. I got out, I think, some- 
time around the first of February. I told the psychiatrist about the 
same problem that I just told you, and she asked me how come 1 
didn't come to her 2 years before. But I am still presently under 
this psychiatrist. I have not been released. The dairy was shut 
down during the time I weis in the hospital. 

Mr. Jones of Tennessee. Did all of your problems, Mr. Marvin 
Hays, originate from the financial problem that you have had with 
the Farm Credit System and FmHA? 

Mr, Marvin Hays. Yes; it did. Farmers Home; yes, sir. 

Mr. Jones of Tennessee. In a hearing that this subcommittee had 
last year, at that time we were told that close to, I believe it was 50 
percent of all of the farmers in parts of Georgia, at least, had loans 
from Farmers Home. Can you all verify whether that is a fact or 
not? 

Mr. Brown. What was that, Mr. Chairman? 

Mr. Jones of Tennessee. That approximately 50 percent of the 
farmers in Georgia had loans with Farmers Home. 

Mr. Brown. No, sir; that statistic is that approximately 50 per- 
cent are delinquent. There are about 60,000 farmers, of which, in 
1981, there were 12,000 active accounts. This year, there are 2,100 
active accounts, and the rest of them are in stages of foreclosure. 
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There are about SOO or 900 files that will be put into the foreclo- 
sure process as soon as the judge's order in the Curry case is lifted, 
which could be any day now. 

Mr. Jones of Tennessee. Let's see, you said 60,000 farmers in 
Geoi^a? 

Mr. Brown. Correct. 

Mr. Jones of Tennessee. How many did you say had FmHA 
loans? 

Mr. Brown. In 1981, that was about 12,000 farm programs and 
about 37,000 502 rural housing apart from that. This year, there 
are still about the same number of rural housing, but there are 
about 2,100 active farm accounts. 

Mr. Jones of Tennessee. That wouldn't be far from half of them 
having FmHA loans of some sort or other, would it? 

Mr. Brown. That is true if you include the 502, right. 

Mr. Jones of Tennessee. When you put the bousing loans in 
there, too. 

Mr. Brown. True. 

Mr. Jones of Tennessee. We got that information from somebody. 
I don't know where it came from, Lindsay, but it came from some- 
body who was a witness here, I think, from Georgia. You may have 
given it to us, 1 don't remember. 

Mr. Thomas. Mr. Chairman, I don't remember exactly, except 
that — if I am in order to make these comments — except that we 
were told, I think, that the percentage of loans under Farmers 
Home Administration is closer to 60 percent. 

One of the facts that was brought out is that there are all sorts 
of FmHA loans out there in the coastal plains area and in the 
South where the bulk of the operations are, and that is where you 
find most all of the foreclosures and the problems. They all seem to 
be located in that area because of weather conditions and other fac- 
tors. 

Mr. Jones of Tennessee. Are there any questions from members 
of the subcommittee? 

Sid, do you have any more? 

Mr. Morrison. No, Mr. Chairman. 

I suppose we could delve into what all went wrong with this 
panel of farmers, but their stories are very similar to those we 
have heard from others — a combination of prices and crops, and oc- 
casionally Mother Nature gets involved. I have been a farmer for 
lo, these many years, myself, and, of course, we are aware of many 
of the reasons for those things happ>ening. 

I think that the story, though, that we are hearing here is one, 
Mr. Chairman, that needs an answer. Congress in its wisdom 
through the years has created prc^rams to face these precise prob- 
lems, and yet we seem to have a system that is not reacting appro- 
priately, and I hope that we again can step in and do something 
about it. 

Mr. Jones of Tennessee. I agree 100 percent. 

Lindsay. 

Mr. Thomas. If I could just make one closing comment, I agree 
with my colleague as well that it is suddenly very obvious that 
what we have put into place as far as farm credit assistance and 
farm programs has not worked. The evidence is there, and it is 
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very clear, and I think it heis also been very evident and very much 
brought to the surface that there has been a tremendous change, 
whether it is in philosophy or policy or what, in the way these 
lending institutions are doing business in our particular area that I 
can speak of from first-hand knowledge, a change since the early 
part of the last decade. 

There has come a time when other conditions have contributed 
to the difficulties that our farmers are faced with, and this is no 
time to change our philosophy and throw away our support. To do 
that in good times would be bad enough, but to do this in bad times 
and simply stand aside and let this go with the tide, I just do not 
think that this is good for the future of the farm structure and ag- 
riculture, and I have to say in the end that our farm agencies, 
whether they be credit agencies or whatever, conservation pro- 
grams or whatever, if they are not working in a constructive fash- 
ion, then certainly they have ceased to perform the purpose for 
which they were put into operation to begin with, and I think that 
is the case. 

One last comment. Somebody came into my office not long ago. 
He had nothing to do with agriculture, but he presented to me a 
study which showed that the mortality rate from stress-related dis- 
eases and illness had now turned from being higher in the urban 
areas, so that that rate of death was now higher in the rural areas 
than in urban America. 

Very interestingly, I asked this question: Can you tell me what 
year this was that this trend changed? And he said, in the mid- 
seventies. And, of course, that was the year of our first embargoes 
and the year when prices turned down and the energy crisis and 
all these things that brought tremendous pressure on our rural 
people in the land-based industries. 

I made this point, and he has gone back and promised to give me 
a little bit more close correlation, but certainly it is just evidence, 
and I think you have heard the members of this panel here today 
assert that there is evidence of tremendous pressure due to the ter- 
rible conditions that exist out there. Many times we can find that 
those very conditions relate directly to credit policies and problems 
with the very organizations that this Congress put into place to 
help and assist our farmers. 

So I think the point has been made very clearly that it is time 
we faced up to the fact and began to take a long, hard look at what 
is going on and get our oversight and our programs in line and get 
the facts clearly, and clearly determine whether there has been a 
change in policy, and I suspect there has been, and find out just 
why this has come about. 

Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you very much, Lindsay, and I 
want to thank the panel. 

Mr. Brown, do you have something else? 

Mr. Brown. No, sir. Just thank you for allowing us to testify. 

Mr. Jones of Tennessee. Thank you very much, and thank the 
panel for being here. I will assure you that the subcommittee will 
take under discussion and consideration the very serious problem 
that exists there. We have talked about it before. We have been 
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aware of it because Mr. Thomas and others from Georgia have 
talked to us about it. 

It is fairly general. It may be worse in some spots there than in 
others, but we have got this situation almost all over the United 
States. 

So we do appreciate very much your being here, and wish for all 
of you the very best. Thank you. 

Our next witness is a colleague of ours. He has been in and he 
has been out today, but we have not been able to schedule him at 
the time he was here. Congressman Tom Harkin, chairman of the 
Subcommittee on Livestock, Dairy, and Poultry and a long, faithful 
former member of this subcommittee. 

Tom, just go right ahead. 

STATEMENT OF HON. TOM HARKIN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF IOWA 

Mr. Harkin. This is about a four-pitcher day here of water, Mr. 
Chairman. 

Mr. Jones of Tennessee. It has been a long day, Tom. 

Mr. Harkin. It has been a long day. 

Mr. Chairman, thank you for this opportunity, and especially 
thank you, Mr. Chairman, for just your many, many years of serv- 
ice to agriculture and your deep interest in the health and the wel- 
fare of the farmers of this country that extends way beyond the' 
borders of your own congressional district in Tennessee to include 
£ill of the farmers of this country. 

I have appreciated serving with you and under you on this sub- 
committee for all of the years I have been on this committee, with 
the exception of this session of Congress. 

The farmers of America can be assured that in Ed Jones they 
have a real friend, and they have someone who is going to fight for 
them day and night. 

Mr. Chairman, I just want you to know I appreciate your dili- 
gence and what you have done in holding these hearings today to 
bring forth testimony and information concerning the credit situa- 
tion confronting our farmers today. 

Mr. Chairman, as I said before to this subcommittee some time 
ago, and I will say it £^ain, if mismanagement were an illness, the 
people who are running the Farmers Home Administration in this 
administration would be in intensive care. [Laughter.] 

They would have to be put in the hospital for at least a year 
under close supervision, because that is how bad the management 
of Farmers Home Administration has been, Mr, Chairman. 

I don't know what it is going to take. I just have a feeling that 
they are sitting down there on their hands, willing to let 10 to 20 
percent of our farmers go out of business this year and next year. 

Mr. Chairman, Mr. Block said that maybe 2 percent of the farm- 
ers would go out of business this year, and he said, "Well, in a 
normal year, 1.5 percent go out." So what he is basically saying is, 
it's a normal year. 

Yet Doan's Agricultural Report said that in Iowa we face losing 5 
percent of our farmers this year and tinother 5 percent next year. 
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Well, in my talking with the PCA's and the Farmers Home Ad- 
ministration people, the banks, and others around Iowa, Mr. Chair- 
man, what I am learning is that we are in danger of losing between 
5 and 10 percent of our farmers this year and between 5 and 10 
percent next year. 

Now, what does that mean in terms of my State of Iowa? We 
have 115,000 farms in Iowa. Let's say we lose the minimum. Let's 
say we lose 10 percent of our farmers in a 15, 18-month period of 
time. That means we are going to lose 11,000 farmers. Well, each 
farmer has a spouse. Double that. That is 22,000. Most of them 
have families. 

What we are looking at, Mr. Chairman, in the next year to year 
and a half in Iowa is displacing somewhere between 20,000 and 
40,000 people in the State of Iowa. Where are they going to go? 
What are they going to do? There aren't any jobs for them in Iowa. 
What is it going to do to our tax base? What is it going to do to our 
school system? What is it going to do to our transportation? What 
is it going to do to our main street businesses in Iowa? 

Mr. Chairman, in one county, near where you were when you 
came out for me a couple, 3, 4 years ago, in one county in southern 
Iowa, we lost all of our implement dealers. There is not one imple- 
ment dealer in the whole county. A farmer goes out in the field 
this spring, and something breaks down; he has got to go to an- 
other county just to get a part for his tractor or for his planter or 
for his disks. Not one implement dealer left in the entire county. 

And yet Farmers Home Administration just sits down there 
twiddling their thumbs, not doing anything. As I said, Mr. Chair- 
man, my district office in Iowa continues to receive between 10 and 
20 new cases every day of farmers who are having problems with 
credit. 

You know something is seriously wrong with the system when 
the response of the ag lender in late spring is, "I'm sorry, he can't 
decide this applicant's fate until the next regularly scheduled meet- 
ing the second week of May," and I will have more to say about 
that in a minute. 

Let me read a short thing about an individual here, Mr. Chair- 
man, and give you an idea of how serious it has gotten. A 74-year- 
old man came into my office to complain about the treatment he 
has received from Farmers Home Administration. He has seen 58 
springtimes as a farmer in southern Iowa. Through the years, he 
has been through a lot. Only one time before in his entire life had 
he asked for any Government assistance. In 1934, he applied for a 
$75 loan to buy hay for his horses during the Depression. 

This is a man who raised his family on that farm. He put 10 kids 
through college, and he has helped several of his sons get started 
in this business of farming that he loves so much. 

He owns his cow herd free and clear. He owns several pieces of 
land. But like so many in southern Iowa, he didn't harvest a bit of 
a crop last year because of the drought. And, like so many others, 
he, too, suffered previously through several years of poor crops and 
low prices. 

So, in November, Mr. Chairman, of last year, he went into his 
local Farmers Home office, and he applied for a low-interest disas- 
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ter loan. He qualified. He regularly checked on its status, as he 
knew his local PCA would want their payment on January 1. 

He was forced, though, to miss that payment, the first time he 
had missed a payment in his entire lifetime. Finally, in March, he 
found out from Farmers Home Administration that his losui appli- 
cation had been denied. Why? Because they say he could not show 
repayment ability. 

Mr. Chairman, look at this. He suffered a disaster. He went in 
and applied for a 5-percent disaster loan which, if they had acted 
in a timely fashion, he could have made his PCA payment. He 
missed his PCA payment, and by law, they can now come in and 
foreclose on him and shut him down and throw him out of busi- 
ness, and the only time in his life he ever borrowed from the Gov- 
ernment was in 1934. 

Now, is this the way we treat our farmers? Is this the way we 
treat the people who have done so much for this country and pro- 
duced so much for our society? 

I will tell you, when I see things like that — and this is just one 
case — 1 get 10 to 20 of them every day in my district. I just wonder 
where the heart and the soul of Farmers Home Administration 
really is downtown. 

Mr. Chairman, one of the recent things passed in this — again, 

i'ust another example of mismanagement. In the recent minifarm 
(ill that we paissed, there was an extension of 60 days for farmers 
to come in and sign up for disaster loans. Well, the recent letter 
that went out to the county people in Iowa, the county directors of 
Farmers Home — now, there are two versions. In one letter, there 
are two versions. One says you've got a 60-day extension from the 
date of receipt of the letter, and at another point in the letter, it 
says you've got 60 days from the termination of the previous time, 
which was March 9. Which is correct? Do they have until May 9, or 
does he have 60 days from the time he received the letter, which 
was just yesterday? No one knows. Again, a total mismanagement. 

I suppose it will take them a week or two to decide. Who is 
right? Do they have 60 days from the date of receipt or 60 days 
from March 9? No one knows the answer to that question. And yet 
we've got farmers out there who are facing perhaps 9 more days, 
and that is it. 

Mr. Chairman, another thing. I got a letter and I found out from 
my people in Iowa that before they can qualify a person for these 
Farmers Home loans, the county committee has to meet. The next 
regularly scheduled meeting of Farmers Home county committees 
in Iowa is May 8. So I asked them, I said, "You've got all this back- 
log of approvals and stuff. Why can't you call an emergency meet- 
ing?" They aren't doing it. They are just going to have their next 
regularly scheduled meeting just as though this is another regular, 
normal year. May 8. My question is, why can't they call the people 
in? They know how to get them on the phone. They've got their 
phone numbers. And yet, no, they are going to have to wait until 
May 8. 

So it is just another example again of mismanagement and the 
fact that they are just not pulling out the stops at all to really 
meet the needs of the farmers. 
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One more thing, Mr. Chairman. We had $20 million allocated for 
EE guaranteed loans in Iowa. When they put that information out, 
farmers came into their local banks and applied. We got applica- 
tions for $60 million before they shut it off, three times more than 
our allocation. 

Then Farmers Home Administration said that they could trans- 
fer. Those farmers that had applied that would normally qualify 
for the EE loans, they would transfer them to the regular farm 
ownership and the operating loans of Farmers Home Administra- 
tion and take care of that additional $40 million in Iowa. 

They said it. They said they were going to do it. But we haven't 
heard a thing yet. None of the people in Iowa who are administer- 
ing this program have heard whether or not they can actually take 
that step, and farmers are sitting there. 

Mr. Chairman, I had a meeting in my district last week, last 
Friday, in Iowa, and we had a meeting, and there were about 30 
people. Thirty farm families were present. Only three of them said 
they had the financing to plant their crop this year. 

Now, we have a late spring. There has been a lot of wetness and 
a lot of rain in Iowa, and they haven't really been able to get in 
the fields, and they are thinking, by the time it dries up, maybe we 
will hear this; maybe we will get these loans. But nothing has come 
through yet on transferring this EE program over to the ownership 
or operating loan program. 

Last, Mr. Chairman, I know you have heard me harp on this a 
lot. I can't resist doing it one more time. That has to do with what 
some of these farmers have to go through to apply for a loan. Here 
is the four-page document they used to use. One, two, three, four 
nice, simple, easy pages that a farmer used to have to fill out for a 
Farmers Home loan. 

Now look what they've got; 26 pages. Here are four blue. Here 
are two green. Here are two pink. And here are about 15 yellow 
pages right here. You could make a blizzard out of this stuff. 

Now, I said it was 26 pages, and I have been complaining about 
it. Do you know what Farmers Home's response was? They said, 
It's not 26 pages; it's 24 pages. [Laughter.] I miscounted. How could 
I miscount? I counted them again. They said, "Well, you see this 
big yellow one here you fold out? I counted it as two pages; they 
only count it as one." 

So I am not going to argue with them. It is 24 pages, Mr. Chair- 
man. They can have it. It is 24 pages. And they call in farmers. But 
do you know what else I found out? Not only is it 24 pages, or 26 — 
take whatever you will on it — look at the manuals you've got to 
read before you can fill them out. There are 118 pages of instruc- 
tions before you can fill them out, 118 pages of instruction just to 
fill out this new coordinated financial statement for agriculture. 

I have to tell you, Mr. Chairman. I looked at the inside, at the 
two authors of this, Thomsis Frey and Danny Klinefelter. I looked 
under Danny Klinefelter, and it says here in the last, "In addition 
to his academic work, Klinefelter is business manager for a com- 
mercial farming operation." Now I can understand how we got 
this. Sure, if you've got an accountant and you've got a nice big law 
firm someplace and an accountant. Oh, turn it over to them. Let 
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them figure it out. Pay them an arm and a leg, and they will fill it 
out for you. 

But the farmers in Iowa who need this help now — I challenge 
anyone on this subcommittee to go through this and flgure out how 
to .fill out this 26-page form, and to sit down with a farmer and fill 
it out. You cannot do it, Mr. Chairman. It is a nightmare. 

So again, Mr. Chairman, I have just become thoroughly frustrat- 
ed. I go back to Iowa. I meet with my farm families and they say, 
"What are you going to do about it?" I say, "Well, I can only go 
back and I can only tell you what I have heard. I can only come 
back here and lay it out again. I can only write letters to Charlie 
Shuman and Mr. Nader and Mr. Block. I can call them." Most of 
the time I don't get any answer except, "We're doing the utmost. 
We're doing all that we can do. We're doing all that we can do." 

I don't buy that for a minute, Mr. Chairman. Remember the 
drought back in 1977? We had a big drought hit Iowa in 1977. It hit 
a lot of the areas of the Midwest. In 4 months after that drought, 
in early 1978, before any farmer went to the field, through SBA, 
Farmers Home, and ASCS disaster payments, Mr. Chairman, we 
put in nearly $500 million into Iowa, low-interest loans and direct 
payments, in 4 months, and the farmers hit the fields that year. 

"This drought, this year, is 10 times as severe as the one that hit 
in 1977, and if I am not mistaken, to date 1 think we have gotten 
something like $70 million dribbled into Iowa, $70 million dribbled 
in. 

So when they tell me they are doing their utmost, I just return 
right back to what I said before. I will just close with what I 
opened with, Mr. Chairman. If mismanE^ment were an illness, 
these people ought to be in intensive care. 

Thank you, Mr. Chairman. 

(The prepared statement of Mr. Harkin appears at the conclusion 
of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Tom, and no 
truer words could have been spoken by a member of the committee 
thsm you have spoken, because it is absolutely factual as far as the 
applications go, Jis far as the consideration for the American 
farmer goes, regardless of whether it is in Iowa or any other State 
of the Union, because it is all over the country. 

We not only have to tolerate it, we are having to live with it, and 
it is just putting people out of business every day. There is no ques- 
tion about it. 

I don't know what to do with it because we have done all we 
know to do down there. We have worked hard, and the people in 
charge of the USDA, as far as FmHA in concerned, tell us they've 
got plenty of money; they are making the loans. But where? i can't 
find them. They are going somewhere else. 

Mr. Harkin. And not only that, Mr. Chairman. The loans they 
are making — you know what they did with the EE loan prc^am, 
how we had to go to court, and then they messed around with it. 

Again, look back. In 1979, 1980, and 1978, we put $6 billion into 
the EE loan program, $4 billion in the first whack, $2 billion in the 
second, $6 billion into that program. 

Mr. Jones of Tennessee. Right. 
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Mr. Harkin. Now, what they are telling us is they only have 
$600 million. And out of the $6 billion, 90 percent of that money 
went out as direct loans. Ten percent went out guaranteed. The 
$600 million that they are grudgingly parting with, 90 percent of 
that is going out as guaranteed loans at the high rate of interest, 
and only about 10 percent is going as direct loans, which is 10% 
percent in my area right now. 

Mr. Jones of Tennessee. Exactly. 

Tom, do you have any questions for Mr. Harkin? 

Mr. Daschle. Mr. Chairman, I wish what we just heard from Mr. 
Harkin were something that could be heard across the whole coun- 
try, because he is preaching to the choir here. I will tell you, it was 
one of the most effective jobs that I have heard before this subcom- 
mittee in demonstrating how serious and how incredible the situa- 
tion really is. 

I don't know whether it is mismaneigement or if it is really pre- 
destination that they want to do these things. 

Mr. Harkin. Or conscious decision, Tom. 

Mr. Daschle. I, for a while, was giving them the benefit of the 
doubt, thinking that what we were seeing was just a bungle, be- 
cause they cannot administer, but I am not convinced that — if you 
put all those people in one room — first, they deserve each other — 
but, beyond that, i just don't think that the problem is only mis- 
management £Uiy longer. I think they would like to see the revolu- 
tion that is going to occur in agriculture. One day we are going to 
be reading books about what is happening today. Nothing is more 
tra^c than to go out to a farm, where you once saw a vibrant 
family working, as you so aptly described, and then be on that 
farm and find it totally abandoned, the wind blowing through the 
buildings. You see what death in agriculture is really like, and to 
see that repeated all over the State, as you obviously have, it is just 
incredible to see, and it brings all of what you said to life. 

I could identify with what you were saying, as I have had those 
experiences, myself. But I don't think it is only mismanagement 
any more. I think this administration is determined to get rid of 
the small farmer and changing agriculture in perpetuity, because 
once that farmer leaves, he is never coming back. It isn't like 
Chrysler Corp. where you can give them a loan and they'll some- 
how bounce back in 18 months. Once that farmer is gone, he is 
gone forever, and that is what's happening. Those 20,000 people are 
never going back to the farm, ever. 

A farmer described it very well to me. He said, "My family has 
run this farm for 120 years, and I saw it all go up in smoke in 7 
hours in an auction." What incredible pressure that must put upon 
that family to see what it has taken generations to produce be 
eliminated in 7 hours. 

It is done by the stroke of the pen, and it is done maybe partly 
unintentionally, but I have to believe that a large part of it is done 
knowing just exactly what they are doing. 

Mr. Harkin. There are two things that you bring up in my mind, 
Tom. 

One, I had another farmer talk to me over the weekend who had 
farmed during the depression as a young man just going in with 
his father. And he said, "At least in the depression, I remember 
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things were getting real bad. The depression hit and things were 
really bad." He said, "We had 10-cent corn and 20-cent hc^. But, 
we were just getting ready to close up, and, they came through 
with the corn-hog program and saved us. Even in the depths of the 
depression," he said, 'and we felt the Government cared about us, 
and they came." 

Now, he said, "They just don't care. They just don't care." 

And you are right, once they leave, they are just not coming 
back. 

Mr. Jones of Tennessee. The statement that you made today, 
Tom, is identical to what we have heard from the gentlemen from 
Minnesota, from Ohio, from North Dakota, and from all the wit- 
nesses we have had here today, Tom. It has been that way sdl the 
w^ through. 

So we have got a nationwide problem. I don't know why in the 
world the Department of Agriculture cannot realize what they are 
doing to the American farm business. 

Mr. Harkin. I guess my view, Mr. Chairman, is we have a short- 
term problem and long-term. The short term is that we have to get 
money out to those people now to keep them in. But next year 
we've got a new farm bill coming up, and we have got to msike 
some changes. We cannot continue to patch and band-aid. We have 
got to formulate a farm bill that is built around a core principle 
that farmers can no longer live on paper equity. They have got to 
get a return. They have got to have a profit. Build that in as a cen- 
tral core, and then build the rest of the farm bill around that. But 
start with that first fundamental principle that they have got to 
have that profit first, and then I don't care what else you do with it 
beyond that. 

As one farmer said to me, he said, I went in to my banker this 
spring and he wouldn't lend me any money. He said, "You can't 
cash flow it out." And the farmer said, "Well, a few years ago, back 
in the late seventies or eeirly eighties, when I came in, you didn't 
ask me about cash flow. You just wanted to know what my equity 
was." And the banker said to him something like, "Well, if we had 
looked more at cash flow back in the late seventies and early eight- 
ies, perhaps we would have seen a different picture in agriculture, 
rather than just inflating the land values all the time and string- 
ing these people out." They would have seen at that time, even in 
the heyday of the seventies, that farmers were not making any 
money. 

Well, I am sorry, Mr. Chairman. I have taken a lot of time. 

Mr. Jones of Tennessee. Thank you very much, Tom, for being 
with us and for our conversation. We have enjoyed it very much. 

Mr. Harkin. Thank you, Mr. Chairman. 

Mr. Jones of Tennessee. Thank you. 

I believe we have one final witness. Mr. Dzischle, I believe this 
lady is a native of South Dakota, so would you like to introduce her 
and present her? 

Mr. Daschle. Yes, Mr. Chairman, she is. Her parents are, eis I 
understand it, still living in South Dakota. They are active farm- 
ers. 

Our final witness is Ms. Sue Tupper, who currently lives in 
Washington, DC. She has been very close to this picture and can, I 
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think, enlighten ixs not only from her perspective, but from her 
parents' as well. 1 know I speak for the entire subcommittee in wel- 
coming you here this afternoon. 

STATEMENT OF SUZANNE BLY TUPPER, ON BEHALF OF LOREN 
AND KATHLEEN BLY, FARMERS. BRANDON. SD 

Ms. TuPPEH. Thank you very much. 

My name is Suzanne Bly Tupper, and I am here on behalf of my 
parents, Loren and Kathleen Bly, who farm in southeastern South 
Dakota. 

My peirents are facing foreclosure against our family farm by the 
Farmers Home Administration. I want to describe to you the 
nature of their dealings with FmHA that has brought about the 
possibility of their losing everything they have worked for their 
entire lives to build. 

My parents' relationship with FmHA might best be summed up 
by the callous statements that have been made to them repeatedly 
by Mr. Ronald Walker, the Minnehaha County FmHA supervisor, 
and I quote: "You'll be fine just as long as you don't ask for too 
much bread." 

FmHA has forced my parents into this position by refusing to 
apply their own regulations in specific transactions. They have out- 
right lied to my parents. And, finally, they have refused to either 
tell or show me or my parents the FmHA regulations they were 
using as the basis of several questionable decisions. 

Mr. Walker and FmHA have refused to apply their own regula- 
tions in dealing with my parents in a number of instances. In fact, 
we had to solicit legal advice, at a" very hefty sum, to find out 
which FmHA regulations did apply in their circumstances. 

FmHA officials have ignored regulations regarding: The amount 
of money lent to my parents for their livestock operation, which 
was far below full production; the advice to buy land; the option to 
sell land on a contract for deed; the portion of my parents' mort- 
gage that was assumable and at what interest rate; and the appli- 
cation of $132,000 in proceeds from land my parents sold to the 
loan principal, rather than the interest payments which were due, 
and which are now seriously delinquent. 

It is clear that FmHA officials bungled a number of decisions 
and then lied to cover their mistakes. They lied about loan infor- 
mation, land and livestock purchases, land sale information. They 
did not disclose the necessary information that would have given 
my parents access to a qualified buyer. And, finally, they lied about 
the application of land sale proceeds. 

Here are a few examples: My father asked for emergency low-in- 
terest loan money on several occasions. Time and again, Mr. 
Walker told him the money was not available or that my father did 
not qualify. In fact, many farmers in their community have re- 
ceived loans at 5-percent interest, yet this was never presented as 
an option to my father. 

From December 1978 to spring 1980, Mr. Walker advised my par- 
ents to borrow money to set up an elaborate hog operation, which 
they did. My parents built a farrowing and finishing unit and put 
in a water system. FmHA then loaned them only enough money 
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for startup capital. This loan went toward the purchase of 21 sows 
and $500 worth of feed. 

FmHA's own regulations specify that they must loan the borrow- 
er enough money to reach full production as fast as feed Euid pas- 
ture production will allow. But FmHA did not do that. 

Nonetheless, my parents took all the proceeds from the livestock 
sales and increased their herd to 90 sows. Without the initial full 
production financing from FmHA, the livestock operation did not 
have time to become self-sustaining or become profitable, and my 
father w£is forced to sell the last of the herd in 1982. 

This means that in 18 months FmHA started this hog operation, 
then pulled the plug and shut it down. Since that time, the build- 
ings, for which my parents are still paying, have stood vacant and 
are deteriorating. 

FmHA bungled the purchase and consequent sale of land in a 
similar manner. While my parents were establishing the hog oper- 
ation, FmHA also advised them to purchase land because it would 
in some way, and I quote, "help them." 

The final land purchase was made in the spring of 1981. Then, 
just 4 months later, in the fall of 1981, FmHA flip-flopped. Mr. 
Walker then advised my parents to sell land, based on his vacant 
promise that land sates would again help them. 

We now have the scenario of FmHA providing just enough sup- 
port for my parents to hang themselves. FmHA started business 
ventures and then walked away, leaving my parents with nothing 
more than the empty promise of help coming along some day. 

My parents put the farm up for sale in the fall of 1981. Again, 
FmHA handed them a series of lies. As a result of these lies, my 
parents have been denied access to a qualified buyer. Mr. Walker 
told my parents that they could not sell the farm on a contract for 
deed and still retain enough cash to allow them to operate until 
their debt obligations were fulfilled. 

In fact, Mr. Walker and Mr. Kennedy, who was at that time the 
district manager of FmHA, told my parents flatly it could not be 
done. My parents believed, therefore, that they were compelled to 
find a cash buyer. That was not only next to impossible, it wasn't 
even true. 

Three years later, and on the brink of foreclosure, my parents 
have discovered that in fact, they could have sold the family farm 
within the terms they had requested. While such a sale cannot be 
approved at the county level, it could have been dealt with at the 
State level. 

Mr. Walker lied about the portion of my parents' debt load 
which would have been assumable by a potential buyer. Over a 
period of years, my parents were led to believe that only $70,000 of 
their debt load would be assumable. They found out in February 
1984 that in fact all of their debt load would be assumable. 

FmHA has continuously concealed the interest rate at which a 
potential buyer could have assumed my parents' mortgages. My 
parents discovered in February 1984 that since all of their debt 
load was assumable money, their debt load was available to a 
qualified buyer at 8.1 percent interest. 

Even though it has been almost impossible to find a buyer under 
these circumstances, my parents have managed to sell 160 acres of 
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land since the fall of 1981 for approximately $132,000 after ex- 
penses. Then FmHA bungled the application of land sale proceeds. 
FmHA took the $132,000 in prtx:eeds and applied it toward the 
principal on my parents' notes, rather than toward the interest 
payments. In fact, they told my parents that none of the money 
was available for either keeping their payments current or for op- 
erating expenses. 

As a result, my parents were forced to borrow 14-percent money 
to pay for 8.5-percent money. Their interest has continued to 
accrue, eating up the equity in their remaining assets and, most 
devastating, they became delinquent on their payments. 

In fact, Mr. Walker and FmHA have refused to tell or show 
either me or my parents the regulations justifying decisions that 
they have made. 

I first met Mr. Walker in the spring of 1982 when my parents 
were questioning FmHA's application of their land sale proceeds 
toward the loan principal. After making my parents and me wait 
in the office for almost an hour, we were ushered into this man's 
office. It weis clear that he was prepared to meet only my parents, 
as my presence caught him ofi* guard, and it took him some time to 
find a seat for me. 

I, in attempting to protect my parents' rights, asked to see the 
regulations that provided the basis for a variety of decisions FmHA 
has made. 

When I made these requests, both Mr. Walker and Mr. Kennedy, 
who had joined the meeting, became quite fiustered. They began 
shuftling large black notebooks around, and I remember Mr. 
Walker, who seems to be a very nervous man, said to me, and I 
quote, "I've got reams of regulations here. It would take forever to 
find them, and we just don't have that kind of time." 

This instance in the FmHA office is only one example of the 
countless occasions when my parents were not shown the rules and 
r^ulations regarding their mortgage agreements, loan determina- 
tions, and requests for assistance from the FmHA office. Mr. 
Walker never once sat down with them to show them where the 
FmHA regulations applied. 

You must understand that we have been farming in South 
Dakota since the 1860's, and my father has been on the land in 
question continuously, with the exception of some time spent in the 
armed services and college, since 1927. 

Yet we are now in a situation that apparently entitles us to 
nothing, following generations of tabor and sweat equity that we 
have put into this property. 

In most recent history, my parents have walked into the FmHA 
office with $132,000 in land sale proceeds and have walked out with 
160 acres less of land, a higher debt load than they have ever had 
in their lives, and they now face losing everything they have ever 
worked for. 

In sum, they were advised to go into a business; they were under- 
capitalized, at the discretion of FmHA; they were obliged to borrow 
more money, in some cases at rates higher than what was avail- 
able; they were shut down; they had their cash land sale proceeds 
applied to loan principal; and they were left owing the interest. 
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Kr. Hoidal told ua it ^ad beer done in sone cases b-jt ^ad to 
be approved at tt:e State level. Ey lyinr to us ve vere ^.ot 
given the opportunity to pursue t"-is alternative. In fre core 
frran 2 years we have liad t^.e land on tre r.ariret, prices for 
top farT land has dro-:ped fron "jl^OC an acre to 51,0CG, Buyers 
who were interested two years ar^o v/ere Irofeinr for a contract 
for deed so they just bae'.^ed away fron cur land since w« thouph-t 
a cash sale was the only woj- v/e could ro. We very possibly 
could have worked societhinf: out two years afo on a contract 
for deed but Its not feasible row. 

Me have l-ad two lawyers wor'cinr en cur croble:r., wi-Icb we 
roally cannot afford but n:entally and ph;.-sically a person 
cannot cope witb the pressure. We recently had an offer of 
r»350,OOC for the 355 acres, the farmstead ar.d t':e newer house. 
This would have left us with rouchly 3'^5.C■(X) to j50,000 crofit. 
The tax on this sale would he 526,000 to 335,CCO. Vo "oi-id be 
luclcy to have uc3,000 left for our living. We did not ai'y. tlio 
offer. Our lawyer talked to '.-'t. Hoidal and as!:ed if t::ere 
could be any forgiveness on interest by PKA. Mr. iioidal told 
her l-x-. V/alker told him we -ad had offers to buy the land which 
we didn't accept. The only v.ritten offer wa::didn't stm is the 
one Tientionod above and I think you can see why we are re- 
luctont to accept it. I certainly feel Walker made a Pis- 
leadin;^ staten^ent to Hoidal — in fact it was an outrlc'"t lie. 
We readily accepted both the other offers on the previous 
sales. Since i'lr. Hoidal thinks we have l:ad offers we didn't 
accept he says FHA can't i-elp us with any forciver.ess on in- 
terest. I cannot understand how people wi-o purchased t^e 
famous 1!UD houses can Just novo out and leave the cbli-ations - 
behind. Host of them are in need of repair, ao 7I;a takes 
what they can f;et for them usually at a loss. We are askinr for 
heir GO ive can exist and its not to be had. The !:eople v/ho 
made us the recent offer are outstandinr faruers. The; Kado 
revoral trips to PHA and never ret definite satisfaction on, 
the loon aaiount they could borrow so they decided to build a 
house on their own lond. Its ouite a feat to find a Qualified 
buyer to assume our loons. Just recently all our loans becane 
assumable and at an averare interest rate of b-l'.i- 'Phis should 
be a rral asset if wc could find a nualifiod buyer. '[■h=rc is 
also S.'j money available to a o.ualified buyer. Cver t^ie past 
5 years Loren has aakod about r.r^ney available at c'^eop iiitor- 
eat rates and v/e were always told we wouldn't qualify. If ve 
had been kept current with the nearly ;vl;C,OCO we rot froQ the 
land sales and hcd 5^! money available we could operate the farm 
and not have to worry about losin," everything: we own. The farra 
is all seeded into new alfalfa so there will be vnry little 

ir several years. It is Loren 's dosire 
I been In the family since l'.'"?. 

V/hen we ccnsclidated our debts with niA In 197^ we unco 
rart of t^e EE loan C29-'~3) to remodel a building into a 21 
BOW farrowinn unit and erected a 73x52 cen front finishinR 
unit. FliA lent us enouj-fi money to buy 21 sows, 9 stock cows 
" e sold feeder r.lrs from the 21 sows 
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Sen. Jaccs Abnor 

flart Senate Office BldfT. 

'(/aahin(;ton, D. C. 20510 

Dear Senator Abnor, 

Your office ■.,'os referred tn us b,y our dausV.ter at t. 
sucrrestion of former Senator Abourezk. DuriHE a telerbon' 
ctmvorsation viith one of vour aides, Vx, Steve CcnsUy, hi 
asked me to nut the pertinent foots about cur problens i; 
writinr->?ence this letter. Whatever direction or l-elp v;e 
rot will be rreatly appreciated. 

Soma oaokfrround about us [T!ir:i;t be helpful. Z-ovii: i.s 
and ^nf a 'ipnrt ntitocl: and n ntrolro In I'.'?'".. V,o i'nd t;;-on 
heart surriery in 1V?7. 
tii'.uousiy except for ti 
since 1V27. lam 57- 

Out croblems relate to FHA and I will try to ercplain as 
briefly as ro:;niblc. V/hen o\ir problcras bo.^an \ie had 'tCC ai^res, 
a set of farffl buildin-a with an older house and a nev.'er house 
3 short distance frca the farnstead. Ke have had ti:e real 
estate on the market since the fall of 1931. The 160 acres 
acouircd On loan #1 has been soM. SO acres were sold in the 
stirinp of 1SH2 and F-!A fci all the money which vos approxi- 
rsately ^56,000 after exrenses. At that time we wanted part 
of that aoney for operation, feed bills and brin.-:inr ovr W.A 
accounts current. They chose to do otherwise vith the noney 
and we were forced to borrow noro noney at I'i'.'.'.^. -his Innn is 
oart of ^ C-M-OD)£C'»'i-09). The rer^.aininf; SO acres of that 
160 was sold in April of 1?C3 for :;ge,00O. A^ain FliA -oS all 
the money — approximately 37"-, 000 after expenses, and applied 
nOEt of the Sonoy on one loan, #3 EE loan (2«-o;). ■■/hea v;e 
have ouostioned these trans act 'tins we were told ""-ou cannot use 
T^onl estate money to pay off cl'attel niDrtr:a[:eB" or t'.ie.v were 
in doubt as to how much pood it would have dona us to kee? 

us current with our loan iiayeents. So their judrreaenc r-^ 
Vfhcre to aprly f-e cicne:- hns V'Ut us on the brink of foreolo- 
aure. '.Je sold the land in t e first place on their advice that 
it would help us. iiav "we are down to 'ri3& acres and ' irher !-a;'- 
ae-'r " pji before we sold any land because of the delinni:ency. 

liiTTlior this yonr Loren and I met with Hon V.'alher, the 
local i'iiA laonarer and .'X, ;;eidal the district aui^orviaor. I7e 
v/nro askod by Nr. I'oidal wh.v we '■ad not sold the rent of t:-c 
land. VJe told him It was vor-- difficult to find a o-i^-ih buyer 
for f'at rauch money. ]'e -.wanted to ;:new why wo hadn't sold it 
on a contract for deed. We had questioned >.r- V.'al'tor on sev- 
oral occnsionn about oellinr on a contract for deed, wi'.' ua 
rettinr enourh to live on out ff t>e paj-n-.ent and the rest 
roinr to PTIA. Tl'e answer was alw3,va t 'at we couldn't do that. 
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t'i. I'oidal told us it ^ad been done In some oases b'jt V:ad to 
be approved at tS:e Stato level. By lyinr to us i-.-e were r.ot 
given the opportunity to pursue t!:is alternative. In f-.e core 
tlian 2 years we have bad t^;e land on the nar'iiet, prices for 
top farx land has dro::ced fron ;irOC an acre to 3I,0CC. Bur.-ers 
who were interested two vears arc were Irokinr for a contract 
for deed so they Just baol^ed away from our land since ue t!iouc;?it 
a cash sale was the only way vie could fo. V/e very possibly 
could have worked sonethinr out tvio years apo or. a contract 
for deed but its not feasible now. 

l.'e have had two lawyers wortinr: on cur prohlem, which we 
really cannot afford but Trentally and piiysically a person 
cannot cope witb the pressure. We recently had an offer of 
;;350,OCC for the 25S acres, the farmstead and the newer house. 
This would have left us with rouchly ri1-5,CO0 to w50,S00 crofit. 
The tax on this sale would he S26,000 to f>55tOCO- Vp '-ould bo 
l'_o:cy t.i have 52^,000 left for our livin.^^. We did not sL^n t!;o 
offer. Our lawyer talked to :]r. Hoidal and ashed if there 
could be any forriveness en interest by raA. iir. i-ioidal told 
her r-j". VJalfcer told him we had had offers to buy the land which 
wa didn't accept. The only v.-ritten offer wa-dida't sIti is the 
one aentioned above and I thin): you can sea why we are re- 
luctent to accept it. I certainly feel Walker nade a iris- 
leading staten:ent to Hoidal — in fact it was an outrif;ht lie. 
We readily accepted both the other offers on the previous 
sales. Since I'ir. Koldol thinlcs we have l^ad offers we didn't 
accept he saj's FHA can't l-elp us with any forRiver.ess en in- 
terest, I cannot understand how people who purchased t^o 
famous IIUD houses can just rsove out and leave the obli-aticna - 
behind. Kost of them are In nood of repair, so Tl'.A to':es 
what they can ;'.et for them usually at a loss. We are asking for 
help so we can exist and its not to be l-ad. The i^eoplo who 
made us the recent offer are outstandinr farmers. They rr.ade 
fieveral trips to FHA and never rot definite satisfaction on 
the loon amount they oould borrow so they decided to bi'ild 3 
house on their ovm land. Its quite a feat to find a qualified 
buyer to assume our loans- Just recently all our loans becans 
assumable and at an average interest rata of t'.l;^. 'Jhis should 
be a rnal asset if we oould find a qualifi^id huj-er. '[■hero is 
also ^:j money available to a qualified buyer. Cvor the past 
5 years Loren has ashod about r.oney available at o''eap inter- 
est rates and we were alvfcc/s told we wouldn't qualify^ If we 
had been kept current with the nearly 015O,0CO we not froa the 
land sales and had 5^1 money available we oould operate the farm 
and not have to worry about loslnr everythinj^ we own. The farm 
is all seeded into new alralfa so there will be vrry little 
expense to reap a croi. for several years. It is Lcren's dosire 
to retain the far^. as its been in the fanily since l'."."?. 

When we ccnsclldated our debts with FilA in 1972 we used 
nart of t'e EE loan C25-r5) to rerr.odel a buildin-r into a 21 
sow farrowinr; unit and erected a 72x^2 c en front finiahinE; 
unit. eiiA lent us enough money to buy 21 soi/s, 9 stock co'.:ra 
and ii?PO for feed. V/hen we sold feeder rirs from the 21 sows 
we had to use the money to nvrol-ase more sov/s to keep the 
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farrowing unit in full operation, instead of uainf^ ti-e money 

to between dC and 'jO sows. The cows were sold and v.-e increafled 
the numbers on cattle each year. Last jear vie raised 52 dairy 
calves. V.'hen the VJK prorram caze in for the dairy industry 
the ,.rioe v/cnt down for dairy l.eifora. We had to sell the 
calves wren the weatfier was so extremely cold and we lost 
money on them. 

Uurinp the tice that Loren had tte '^eart attacl:, stroke 
and onon heart sur'^ery we accumulited raany Tiedicol and other 
bills. That is when we went with KIU. jlXter goinf; with then 
they approved the turohase of li.': acres which we bought fron 
his I.other's estate. In fact we bcupht the last 76 acres tn 
the spring: of 19^1 anfl that fall they su~ested we sell the 
160 acres which we ;jroceeded to do. They told us it would help 
us and I would like to be shown l-ow or whore it helj-cd us. 

In March of 1913 ' 
to n(A. i.'B were told t^ 
l',.;3. if that I ad bean 
have helped the dellnni 

Wren we net with Ualkor and :;oidal oarlior tl 
Loreii coKT.lained that no prevision '^ad beer, xade ( 
of the last 80 acres to pa;.' the capital yains tax. 
WEE to the effect that we owed 711A iconey and it wi 
r.vcb ar;ainst the law to be delinquent at niA as tt 
row income tax. ^^^^ 

All the adverse i'.ublicii 
to us and Loren stated iie is 

i.ono;" out of tLe resl estate sale they could care less wheti.er 
ue hav« acthinr to live on or not- We need "vl200 a nonth to n 
raake ends sieet, tlany of their rules, regulations and tactics 
are well concealed fron; the borrower. I cannot believe the 
vclvnee of rules and rec^^laticns — how can the average person 
cope with It? I feel they a±e secretive about many of the 
policies that the borrower should ::now. i:aybB a concise vol- 
ume should bo issued to each borrowar. The AECS sends out no- 
tices wheiever Br.ythinr: vcrtinent cc!n;s v;;. "..-a fael lllis i^-s 
little ;:ncn, controlled b;' on Ofency that is alacnt impossible 
for an individual to stand up to. We feel we have been baclred 
into a corner by their uncanny regulations and dirootivee. 

Its a sad da,, in the UiiJ, when Loren a veteran of 'jy2 and 
Korea no lonrer has control of his furure, of the way the 
fruits of forty or more years Of labor is controlled by some- 
one else, ?he harder they pull the strings the faster the 
pup;et has to dance. Was his tirae in the service worth It? 

Its tir.e TKA put all the facts before the customer and 
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; an:,-one w'lo Is workinr to brin(? the facts before t 
:, '.'Je need chances and help now. In the oeantlme I a 
to keep looklni^ for tr.at h«lp we were su'j::oBed to 
l.llnc that 160 acres as our debt load now' is oore t 
5 before we sold an;/ land, 

i)e would or-t;reciate ,vour efforts to contact tije FlU 
3 on our behalf. If an- details are unclear or :.-ou 
jrt!-.er oiicotiona please feel free to contact us, lo 
cons 1 deration of t^iB :netter would be rreatly app 
, \!e lock forv.aril to hiearicr; from you. 

Sincerely, 
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Mr. Jones of Tennessee. Thank you very much for your state- 
ment and for being here with us today. I assure you that your 
statement will be exeunined very closely by the committee as we do 
all statements, and I am sorry that more are not here today, but 
there are many conflicts, it seems, in the House today. 

Tom, do you have any questions that you would like to ask? 

Mr. Daschle. I would just echo what the chairman said, Ms. 
Tupper. I think that was an excellent statement. It was as eloquent 
and as enlightening as any that we have had, and I am very grate- 
ful to you. 

The chairmeui is right. This day, I think, of all days seems to be 
one of incredible scheduling conflicts. I sun on three committees, 
and they are all meeting. 

I intend to ensure that other members of the committee have an 
opportunity to see your statement as well, because it weis very well 
done. 

Let me ask you a couple of questions. 

Has your father's experience with the Farmers Home always 
been one that you have described? You have described a very 
nightmarish situation, an incredible series of blundering incidences 
in which I would im^ne he has reached the highest level of frus- 
tration humans can endure. But has that always been the case? Do 
you have any indication that it might be better in another county 
with another Farmers Home supervisor? What has been your expe- 
rience? 

Ms. Tupper. I am not certain, really, what has taken place in 
other counties, but I do know that from the time that FmHA really 
took over the financing of the farm operation in 1978, from that 
point, my parents just were never very well informed of the kinds 
of decisions that FmHA was making. 

We didn't realize quite how serious these mistakes were until 
FmHA said, you've got to sell land. They said you have to buy 
lemd, you have to sell land, and they pulled the plug on the hog 
operation. 

So it really took some time for us to realize that they were really 
being misled, and especially since what has happened with land 
prices and the pending foreclosure. I mean, this is why my parents 
have gone to seek legal advice. Before that, they just assumed that, 
somehow or other, it would work out. 

But I do know that FmHA has never once shown them the regu- 
lations that were providing the basis for the decisions being made 
in that office, and I do know that, as we have now discovered, they 
have not followed regulations all along. It has just taken us some 
time to discover that. 

Mr. Daschle. I will ask, with the chairman's indulgence, one 
more question. 

There seems to be a twofold problem here. One is a lack of appre- 
ciation of what the regulations are and how the program can better 
be designed to assist your family. That is one question that we 
have to address. 

The other one is the attitudinal question that I raised with Con- 
gressman Harkin and that you very clearly point out in your expe- 
rience. It is hard to legislate attitudes, but would you not share my 
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view that it is probably as much or more of an attitudinal problem 
than it is a policy problem? 

Ms. TUPPER. Absolutely. I think the statement, as I said in the 
testimony, that has been made by Mr. Walker is representative of 
that attitude. I mean, here they have intimidated my parents by 
saying, "You'll be fine as long as you don't ask for too much 
bread." He has said that to my parents time and time again. 

I think that is indicative of any attitude that is carried out in the 
way they administer the program. They could care less. All they 
want out of what has happened to my parents is their money. That 
is all they care about. We are talking about a situation where my 
father's health is failing. He has no other option but to — he is 
going to have to retire. He isn't really physically able to farm the 
land. They are not going to qualify my brothers to buy the land. 
We already know that. We are talking about my parents retire- 
ment here. What other option do they have? 

My mother and father have asked me this time and time again: 
What is going to happen to us? Is it welfare? If the Government is 
not willing to help us out in the financing of our farm, are they 
going to be willing to foot the bill of just our basic living needs? I 
am not convinced that that is going to be there for them, either. I 
honestly don't know what is going to happen to them. 

Mr. Daschle. That is an incredible life sentence after one has in- 
vested, as you say, incredible amounts of experience and blood and 
sweat into a family operation. Your father has been farming since 
1927? 

Ms. TuppER. They have been on the farm since 1927. 

Mr. Daschle. And this now is the tragic end. You have outlined 
it very well, and I thank you. 

Ms. TuppER. Thank you very much. 

Mr. Jones of Tennessee. Ms. Tupper, let me ask you one ques- 
tion. You have answered them very well, and this you covered, but 
I want it for my own personal examination. 

What year did this start with the FmHA? 

Ms. Tupper. It was 1978. 

Mr. Jones of Tennessee. And now let me ask you this. You re- 
ferred to those persons in charge of the offices out there. I presume 
you meant the county manager and then the district manager, 
also. 

Ms. Tupper. That is right. 

Mr, Jones of Tennessee. And they didn't seem to know what 
they were doing half the time. Were they the same people all the 
time, or had they changed some? 

Ms. Tupper. No; Mr. Walker, the county supervisor, has been 
there since 1978, I believe. The district manner has changed. I, in 
my testimony, mentioned Mr. Kennedy. I believe now it is a man 
by the name of Mr. Hoydall. 

Mr. Jones of Tennessee. So there have been some personnel 
changes there, but it seems that the problem has not improved 
any, right? 

Ms. Tupper. Pardon me? 

Mr. Jones of Tennessee. There have been some personnel 
changes there, but it seems the problem has not improved any as 
feu- as giving out the right information. 
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Ms. TuppER. That is right. Not at all. I mean, it has gotten worse. 
Now they are up against the wall, I mean, they found about this 
business with the contract for deed from the new district manager 
in February 1984. Given that land prices have gone out there from 
$1,800 an acre in 1981 to around maybe $1,000 an acre, that infor- 
mation could have" saved my parents in 1981 if they had been told 
the truth. Now I am just worried that it is too late. 

Mr. Jones of Tennessee. Thsink you very much. 

Ms. TuPPER. Thank you. 

Mr. Jones of Tennessee. We appreciate your indulgence. 

Our final witness has arrived, our colleague and good friend, Jim 
Oberstar. 

Jim, we certainly appreciate your being here, a Member of Con- 
gress from the great State of Minnesota. 

Jim, we have had a good number of people here today from Min- 
nesota. Arlan Stangeland had a whole group of people here. They 
were the first ones on the witness list today. Some of the gentler 
men are still here, I believe. 

We are delighted that you are here. We were going to obtain per- 
mission to nie your statement if you didn't make it, but we are 
glad you are here. 

STATEMENT OF HON. JAMES L. OBERSTAR, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA 

Mr. Oberstar. Thank you very, very much, Mr. Chairman. 

I arrived back from Minnesota at noon today, and I especially 
wanted to be here. I respect you for your perseverance in holding 
not only these but previous hearings on the problems of credit in 
rural America, giving public voice to the economic crisis facing ag- 
riculture. I greatly adrnire your patience in sitting through long 
hours of testimony as well as your fortitude in hearing these heart- 
rending stories — and they are. They just tear at your heart and add 
to the emotional burden of dealing with this problem. You have 
just been tremendous in giving voice to the problems of agriculture 
in these times. 

Mr. Chairman, the preceding statement presented a depressing 
but all too familiar litany of personal tragedy that has been com- 
pounded by bureaucratic and policy indifference and inaensitivity 
to the pl^ht of farmers. It was an absolutely moving presentation, 
but one that is familiar and which I have heard in other ways and 
from other voices throughout my district and elsewhere in our 
State of Minnesota. 

Thousands of Minnesota farmers can no longer survive these 
policies of indifference and neglect that have been foisted upon 
rural America by the current administration. 

This subcommittee has been outstanding. You have done your 
job. You have held the hearings, passed the legislation out of sub- 
committee and full committee and through the House. However, it 
has been stranded in the Senate. 

If l^islation that this committee had passed a year ago, H.R. 
1190, had been enacted into law then, many of the tragedies that 
you have heard m^ht not have taken place, and farmers would 
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have been spared the pain and the anguish and families the trou- 
bles. 

That is such a tragedy, because I go back home, as I am sure you 
do, and other members of this committee, and farmers look ques- 
tioningly and pleadingly and say. What can Congress do to help us? 

The fact is that Congress eis a whole can do somethii^ if the 
Senate would only act. But there is little more that the House can 
do, since we have passed the legislation and held the hearings and 
reported out the bills that could provide the help. We need a help- 
ing hand from this administration. 

But it is clear, given the policies of the Secretary of Agriculture, 
and backed up and insisted upon by the Office of Management and 
Budget, and given direction by the White House, that that kind of 
financifil assistance — that is, the help that they need — is not going 
to be forthcoming for Minnesota farmers from this administration. 

Certainly we don't expect anything more out of an administra- 
tion that, for a year, hEis refused to commit desperately needed 
emet^ency economic assistance, even though it was available, even 
though they knew what should be done, and acted only after a Fed- 
eral court directed this administration to respond. 

Yet we would be derelict in our duty if we should expect anyone 
but the Congress to raise the questions, give public voice to the con- 
cerns, and propose solutions, even though we know that this ad- 
ministration does not want to act on them. 

In the central and southern part of my district, the credit crunch 
is really on. It is not just that the Farmers Home Administration is 
the lender of last resort; it is the only lender in the agricultural 
sector. There simply is not enough credit in rural Minnesota to re- 
spond to the needs of farmers. 

We have an estimate from the Minnesota Department of Agricul- 
ture for a need for farm ownership loans in excess of $80 million. 
The situation is critical. Land that was just being made ready for 
planting has gotten a heavy dusting of snow. The snow will melt in 
a few days, and the farmers will still be facing the credit crunch, 
right at the most critical time for them, at the outset of this crop 



I think we must have an immediate and emei^ency-type re- 
sponse, not one that just carries the title "emergency" but carries 
the message of emergency to act and to do something financially 
right for farmers. 

Land values have dropped $245 an acre, according to recent re- 
ports just a few days ago published in Minnesota newspapers. 
Value of livestock and poultry in Minnesota at the beginning of 
this year wiis the lowest it has been in 6 years. Inventory of crops 
beginning at the outset of this year was more than a third lower 
than it was in previous years. Outstanding farm debt in Minnesota 
is over $10 billion. 

Farm income purchasing power has dropped over a third of that 
which it was 10 years ago. 

I have introduced legislation, which is pending before the com- 
mittee, that would provide advance deficiency payments to feumers 
who have been hit by natural disasters for 2-consecutive years. I 
introduced that legislation because it became clear as a result of 
numerous meetings with farmers throughout my district and else- 
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where in the State that a great many of them, perhaps most of 
them, just simply cannot stand any more debt, even if the money is 
there for them to borrow on reasonable terms. They are just so 
loaded with debt now that a little bit more might break their 
backs. And yet debt might be the only way that they can go. 

What they need is income. It seems to me that the deficiency 
payments in advance, at the outset of the crop year rather than at 
the end of it, are going to do them the most good, rather than load* 
ing them up with more financial debt. 

There are a number of bills pending which would provide some 
help. They all have a common shortcoming. They are just inad- 
equate. We need a proper response. We need to respond to the 
needs of the small, family-sized farm, because once that feirmland 
is sold — and much of it is going to be sold — auctions are going on 
every day — a good deal of it is never going to be returned to agri- 
culture. 

Some of it is going to be swallowed up into big conglomerates, 
and once we have the big corporate farming, then the crunch is 
going to be on for the consumer. There will be no competition. 
There will be continual price rises and continujil rounds of infla- 
tion. 

Forced sales of thousands of American farms will depress the 
land values, erode confidence pi the farm credit system, and put 
more strain on those financial institutions that are extant in rural 
America. 

I urge this subcommittee to move on legislation that will ensure 
that farmers CEm be once again in a position to pay taxes, earn a 
decent income, and feel that they are not merely treading water 
but mEiking progress. 

You have it in your hands and within the authority of this sub- 
committee to take such action, and I commend you, Mr. Chairman 
and members of the subcommittee, for holding the hearings and 
trying to focus on solutions to the problem. 

[The prepared statement of Mr. Oberstar appears at the conclu- 
sion of the hearing.] 

Mr. Jones of Tennessee. Thank you very much, Jim. That was a 
good statement, and we appreciate it very much. 

Mr. Daschle. 

Mr. Daschle. Mr. Chairman, I commend our friend from Minne- 
sota. I think he has hit the nail on the head. 

It is difficult for us to look at these problems and to say, from 
this we are going to write additional legislation, and from that leg- 
islation we can guarantee the farmer success. 

If you don't have good people mantiging the programs, adminis- 
tering the programs, who have the right attitude, there isn't a pro- 
gram you can pass— I don't c£u-e how good it sounds on paper— that 
will help people. That is the problem we are facing today. 

I generally think we have programs in place that ought to suf- 
fice, if only we had people administering them that understood, 
cared, find could administer these prc^ams without the nightmar- 
ish experiences that witnesses have presented today. 

That is happening in Minnesota; it is happening in South 
Dakota; and, as Congressman Harkin said, the bottom line is, we 
could displace enough people in our three States to equal the \aig- 
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est city in my State, Sioux Falls, in 1 year, at least in 2. And that, I 
think, has such historiciil significance that we are going to be hear- 
ii^ a lot about the repercussions for many years to come. 

I thank the gentleman and our friend for coming before the com- 
mittee this afternoon. 

Mr. Jones of Tennessee. Thtrnk you, Tom. 

Mr. Stenholm. 

Mr. Stenholm. No questions, Mr. Chetirman. 

Mr. Jones of Tennessee. Jim, I want to say this to you. You 
mentioned H.R. 1190, the Emergency A^icultural Credit Act. Iron- 
ically, that bill pEissed the House on May 3, 1983, and today is May 
1, almost 1 year ago. 

Mr. Oberstab. I knew it was I year ago. I didn't know it was 
almost to the day. 

Mr. Jones of Tennessee. And nothing has been done about it. If 
that bill had been acted upon, as you pointed out, and as others 
have pointed out today, many of our problems would have been 
solved. Many of them would have. 

We would have been, without a doubt, not having hearii^s such 
as this today. 

Mr. Oberstar. Well, regrettably, Mr. Chairman, we seem to have 
a no-fault administration in office. 

Mr. Jones of Tennessee. That means, also — one other thing. We 
need some help over in the Senate. 

Mr. Oberstar. Yes; they seem to look at the problems of farmers 
and say it is no fault of this administration. Every time you look 
around for someone to hang the blame on, they say, It's not our 
fault. 

Mr. Jones of Tennessee. This body, of which we are Members, 
has many times had laid at our feet the fault for not having done 
something, but we usually get our act in order, and we usually pass 
these tough bills, too. Even the farm bills we have been able to 
pass with good percentages, and we have had a good batting record 
even this year. 

I hope that we will continue to do the same, and I feel sure that 
we will. 

I would like to point out in the presence of Mr. Oberstar, since 
he was not here — I do not believe he was — when we mentioned this 
fact earlier, that we have heard from the State of Minnesota, 
North Dakota, Ohio, Oregon, South Dakota, Georgia, even Wash- 
ington, DC, and the State of Iowa. The problem is the same every- 
where. It is more serious in some States than others, but it is a na- 
tional problem. We have got it all over. 

We have held hearings in various areas of the United States, and 
we find the same situation wherever we are. We were in Kentucky 
not long ago. The situation there was just the same as it is here. 

So we appreciate your interest and support and all that you have 
meant to us. 

Mr. Oberstar. Without your leadership, Mr. Chairman, the op- 
portunity would not be present for the story of rural America to be 
told and the problems brought to the attention of the public and to 
the rest of our colleagues in the House. 

Mr. Jones of Tennessee. It means much to us, and much to this 
country. 
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Are there any other reeisonB for leaving the record open for 
anyone to submit anything? I don't know of anybody. Do you? I 
think ev^ybody has submitted. 

So I want to thank the members of the subcommittee who have 
been so faithful in being here today. I realize all the problems we 
have had with conflicts, but you never know until you try. 

So thanks very much, and if there is nothing else, the meeting 
will stand adjourned. 

[Whereupon, at 2:53 p.m., the subcommittee adjourned, to recon- 
vene at the call of the Chair,] 

[Material submitted for inclusion in the record follows:] 
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STATEMENT OP TBE HONORABLE BOB HcBWEH BEFORE TB E 
SDBCOHHITTEE ON CREDIT, CORSERVATION AND RURAL DEVELOPMENT 



Mr. Chalciaan, it 1b b pleasure to appcac before your 
Subcommittee during Its review of the fani credit situation. 
Hy particular emphasis will b« on the the operation of the 
farM Credit Systen. One direction the SubcoMnlttee should 
take in my view Is to review the Federal Par» Credit 
Systen' s current policies and procedures for lending and 
foreclosures. 

At the beginning of 1970's, total farm debt was about. 
$50 billion. By 1975 the figure had risen to $80 billion. 
In 1984, total far* debt is forecasted to be $222 billion — a 
fourfold increase over the levels of the 1970's. Proa 1983 
to 1984 alone, total farai debt is expected to continue to 
increase by 3%. 

During these tines of heavy farm borrowing, the Federal 
Credit System plays a pivotal role. For example, Federal 
Land Banks hold a full 43 i of all outstanding farn real 
estate debt in the United States, Of all of the nonreal 
estate farm debt Production Credit Associations hold over 

IBt, 
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Cleacly, to the far* coaaunlty, the Pat> Credit Syete* 
is the single Most inportsnt source of credit. Congress set 
this systea up in order to ensure that affordable credit la 
available to the faraei, not just in tinea of relative 
profitability bat, aore l«poTtantly, when the financial 
picture is not bo favorable. CoRMerclal lending sources can 
usually take caie of nost of the fainer'a need when prices 
ace high and interest rates low, but the FCS was created 
especially for tinea like today when the farver faces an 
uncertain econoalc outlook. 

As is well known, the Federal Credit Systen is not 
federally subeidised. Credit subsidies fron PCS are not a 
luxury the far»er wants not a boiden the taxpayer should 
shoulder. However, we Bust must aake sure that under 
today's financial conditions, the Fam Credit Systan la 
doing all that it can to ensure that the best possible 
credit terns are being nade available. Furthernore, we nust 
be certain that no facn loan is called in which could 
possibly be avoided. 

In short, I would urge that this Subconnlttee exanine 
whether the eysten. ia giving the faraer the benefit of the 
doubt, rather than operating as lenders interested nainly in 
acquiring attractive portfolios. This is the reason the 
Congress set up the Fam Credit Syatea and the reason why it 
placed the Fam Credit Adnlnistration In a position to 
oversee that systen. 
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Kr. Chalnan, I urqe this Subeognnlttee to cnsuta that 
th« longstanding policy of loan forbearance Is being adhered 
to by the PCS, I know that In the Sixth CongicBslonal 
District In Ohio, Bore and Moie faraers who In the past have 
proved perfectly capable of Managing theli operations are 
Increasingly finding tbeaeelves In trouble with their PCS 
lender B. 

In ay judgement, for the PCS to fullflll its 
Congressional nandatCf It Must stick with a borrowet as long 
as there appears to be a reasonable possibility of a return 
to econoMlc viability. 

Kith He today is Dr. George Bowling, a far*ec fio* 
Pickaway County, Ohio. Be, like an ever Increasing nuabet 
of facners In the Sixth District of Ohio, are under 
foreclosure procedures frou a Partn Credit System lender. 

Dr. Bowling Is the author of a paper on the Parn Credit 
System. Be has looked at this question In considerable 
detail has his own analysis of what is wrong with the PCS as 
well as his own proposals for the reform of the syste*. 
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GaoTKaW. Bowling, Ph. D. 
May 1. 1984 



Mr . ChBlrman , raspeoted membars of the cominlttee , Ladiea and 
Oentlemen: 

I flrat would like to express my gratltuda for tha prlvUega of 
addressing this estaemad body. For a farm boy ftom Central Ohio, the 
experience la overwhelming. I would also Ilka to publicly thank 
Representative Bob McEwen. Hla Interest, concern and action on be- 
half of fanners la appredatad. The sincere concern of Mr. McEwen 
and the members of this panel will continue to work tor the benefit of 
tha American Farmer. 

Tha fact that I em under foreclosure from the Federal Land Bank 
la significant. The approximately 25 other farmers In Pickaway County 
In similar condition are more Important . Our PCA used to have 
1B4 million In loans . Today it has about 50 million. Oentlemen, no In- 
dustry can survive losing TD% of Its working capital . These are tha reasons 
that I started taking a close look at the Farm Credit System. 

I have written a paper which gives some of the details of my studies . 
I request that paper be made a part of the record . 

My comments today will be confined to three subjects; 

1 . Lack of acoountabllltyi 

2 . Concealment of profits ; 

3. Placement of all risk on tha farmer. 
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Aeeountabllltjr 1b tt bosio conetpt In any oTBUiizttlanAl sohanw. Some- 
body must hsvo the sign , "the buok stops here" . With all due respect to 
to tha distinguished members of this panel , I submit that each of you might 
be just a bit more attentive to my comments If I were b voter In your district. 
Tha framers of our Constitution sstabllshed thst each two years you would 
be held accountable . Gentlemen , that system has worked well for over 300 
years. That system has been subverted In the Farm Credit System. 

You can not find anybody In the Farm Credit System who Is accountable. 
Local directors end officers con not do anything . If they disagree with the 
District bank, they are simply fired. District directors are elected cm a 
totally undemocratic and political basis . Then they adopt a formal policy 
of not talking with Individual farmers or groups. Mr. Wilkinson, tha 
Oovemor of the Farm Credit Administration , has told me , "We do not run 
tha system, we just flt between the system snd the bond market" . 

This situation must be remedied. A private, farroar-ownsd and -con- 
trolled system can be "responsive to flie credit needs" of brmers If we 
have true democratic representation and accountability. Members of 
Congress are accountable to their electorate. I am aaklng for the ssme 
principle to be applied to the Farm Credit System. 

I am very concerned snd alarmed at what I perceive as a controlled, 
planned and concerted effort to conceal significant Information and data 
on the operation of the system. This great nation haa avoided 
demagoguery only by an Informed electorate. 
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I have here the IBBS annual report of the Federal Land Bank 
Association of Columbus. It shows a net profit of 120 thousand 
doUara or about one tenth of one percent of loans outstanding. No reference 
Is made to any profit made by the Federal Land Bank of Louisville. 
The Land Banks In 1682 made anetproSt of 1.13% of loans outstanding. la 
there anything slnlatar about a bank making a thirteen dollar proQt on a 
one thouaand dollar loan but only reporting one dollar of that pr^it to ite 
stockholder-borr o«f er a ? 

The Farm Credit Aot of ISTl requires the Oovernor of the Farm Credit 
Administration to "make annual reports directly to the Cangresa on the oon~ 
dltlonof the system". Gentlemen, there la noflUng in the 1983 report 
referring to profits of the System or the distribution of those profits 
to Its stoekholdera vritti the exceptlm of the pie chart on tha last 
page . This pie chart does not point out that the Indicated diatra>utlons 
were to eooperatlvea and from FICB to the PGA. Any dlatrlbutlons 
directly to farmer-borrowera were mlnSheule if they in fact exist. 

The 16TB report to Congress contains 78 pages of statistical data. 
After leSO . that type of reporting diaappears from the public domain . This 
System la taking one billion dollara per year fron the American Farmer and 
la sweeping It under the rug . Moat of that money la collected tax free. A 
lot of farmers would be willing to pay taxes on their share of those proflta. 

My third area of concern is tha complete tranafer of all financial 
rlak to tha American Farmer . A farmer can gat only a variable inta«st 
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loan from tb* Farm Cr«dlt SystMi. During flia s«v«itiM, we were all 
caught up In a miphorla of production, InflatlGn and low Intaraat ratsa. 
Th« vtghtlsa hava ahowii ua tha folly of our collactiTa bolta . Tha Farm 
Cradlt Syatam waa not acting' raaponafbly when it want totally to 
variabU-intaraat notaa. 

Tha bond market's basic funetlcn is to evaluate fiscal riak on iaag 
tern conunlttmants. Tha Farm Credit System can adequately reflect thia 
to tha American Farmer. A farmer's biggest risk today is ttie cost of 
money . The Farm Credit System has the aapablllty to transfer thla riak 
to tha monetary markets but Is not doing ao. 

The Columbus PCA Is experiencing dlttlcultieB , aa are many 
aoroaa the nation. Any buaineaa ttiat loaea T0% i^ Ita volume has 
to be In trouble. The Louisville FICB haa offered to invaatT.S 
million doUara . This action appears conmendabla. However, I 
eatlmata that tha Loulsvilla FICB has made paat protlta of 
approximately IS million dollars from tha loans through Columbus 
PCA. Thia la a cooperative. Past profits are auppoaed to be 
uaad to protect against today's adverae operationa. However, this book- 
keeping tranafer of about one half of paat profits ia being done In the 
form of preferred stock . If the assooUtion la liquidated , the first . 
to lose willba the local tirmar -borrowers. If anything la salvaged , It 
will be tha profits of the FICB . 

Oentlemen, times are tough out there in rural America.' Tha problem 
is an adequate income for the American Farmer . I have to yield to a auperior 
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Intellect for the solution to that problem . This commlttM csn give us a credit 
ayatem which can help us survive until economic conditions improve. The 
Farm Credit Act at 1971 could have been the greatest piece at a^lcultural 
le^slatlon ever enacted if It had been responalbl? Implemented . Every 
degree of latitude, and there were many, has been Interpreted to the detri- 
ment of the American Farmer and to the beneflt of an unmanageable Farm 
Credit System. 

Oive us back our Bank.' I challenge thla committee to instill some 
aooountabillty to the System . Congressmen are accountable to their con- 
stltutents . Whjr shouldn't the Farm Credit System be alao? I challenge thla 
committee to require full disclosure and distribution of the System's profits. 
Is there a reason Congress and the fanners are not being told of or receiving 
these profits? I challenge this committee to make this System serve the 
farmer In a responsible manner . Farming has more risk than any other 
profession. Why Is this System passing all risk to the farmer and not 
utUielng its tremendous resources to assist American Agriculture through 
adverse times? 

Again . I appreciate this opportunity and thank you tor your 
consideration. 
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This paper presents an analyBis of the Farm Ciedit System (PCS) 
by a [arnec froB Central Ohio vho is under foreclosure by the Federal 
Land Bank (FLB}. In qood tines, feu «re coticeined. Only when your 
' — ' '- — inst the wall do you start asking probing questions. The 



losers becomes very large, then we begin to suspect the system. This 
paper preBsntB evidence that the farmer who is losing hie farm is not 
the real loser. The real loser is the continuing farmer who i« being 
gouged and exploited by the very system whose stated purpose is to 

The ocganitation of the FCS is explained in the detail necessary 

disenfranchised of any control of the system. The executives are not 
accountable to farmetE with the exception of the cooperatives. The 
PCAs and FLBs asi not being responsive to the credit needs of the 
farme because the by-lawE and regulations have removed 
accountability £ron. the systen.. This is in direct contradiction to 
the expressed will of Congress. 

The FCS profits are compared to the profits of all 0.6. farmerB. 
Data is presented to show that the FCS is hurting farmers' 
pcofitability instead of helping, particularly in recent yeats. Tha 
profits are coning from the PCA and FLB. The Bank for Cooperatives 
(BC) is the only one providing money at minimal cost. 
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jeie experiencing financial difficulties daied to speak out against 
the agricultural credit Eystem that they felt was not serving theic 
-seeds. Their crusade lasted ever eeventeen years and resulted with 
rhe oiganizdtion of the Farm Credit System. Their courage and 
Jillingnese to speak out resulted in a new era of farm credit. 

I see a similar situation today. Today, some farmers are 
;oncerned about their cooperative Farm Credit System (FCS) . They 
recognize that money borrowed must be repaid with interest. Their 
;oncern5 are not only for holding on to their farms but also for 

! of the profits that 
:ed and built over the 
last Einty sii years and the return of its control to its inemberE. 

Many of those farmers who provided the equity capital to build 
the FCS lost the billions of dollars that they have earned be member 
patrons of their cooperative. They have also had talten away from 
them their membeiship rights and their right to speak out about the 
injustices that motivated their voluntary withdrawal from their 
cooperative. Others have elected to continue as members of the 
cooperative FCS and keep quiet, hoping that they can ride out the 

Today's concerned ovnet-members Of local PCAB and FLBs are 
reminded that while those concerned farmers of the 1920's were 
ridiculed and called 'rabble rousers' by lending organizations, tbey 
did become the organizers of YOUR cooperative Farm Credit System. 

Today the question is: IE your cooperative Farn Credit System 
worth fighting for? If your answer is no, then you muet be content 
to hand it and its profits over bo your employees at the FCS. 

A few years ago I raised several of the same questions presented 
in this paper with many officials of your FCS. I grouped my concerns 
under the question: "Who gets the PROFIT generated by the FCS7' The 

unhappy or even concerned that the huge profits generated by their 
FCS are not returned to them, bo why are you?" 

Member-owners of PCAs and FLBs who believe that change is 
necessary for them to regain control and preserve their equity and 
membership tights in the FCS are the only persons who can bring about 
needed change' It has been demonstrated many times that local and 
district directors of the FCS are no longer able or In the position 
to champion the membership rights of farmer-members of PCAs and FLBs. 

It takes courage, commitment, facts, time, determination and 
money for creators of change to be successful. It was the same way 
seventy years ago and the result was a new era of farm credit. 
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k, . PuBuc Law 92-lBl, 92d Congress. S. 1483 
^ December 10. 19T1 

H^ amtmdtd fry 

PUBUC Law 94-184, 94TH CONGRESS. HJt. 7862 

December 31. 1975 

PuBuc Law 9S443, 96th Congress. S. S(HG 

October 10, 1978 

and 



2nat 

Ta turlicr fnnUm lar Ik* hfM >■■■<! cassi 



tkair CMpanUvM, (or ninl ' 
wii<«i«i«. aad ta «j««qiU"«ii kwI atktr aBtiUH i^aa wUch lariuac opan- 
liau ara dtfiaiiat. U K^^a I*r aa adaaaaU m4 OaxiUa flaw afBaaay 
til«nir»Jar>M.»adUiailar«in»adcoi»alidit»MtolitUfg>dHUwto 
»aat cttfrail a»d fatara rarai oadil a aada. aad lar attir f al ' | iaa»a. 

B* it tnaeUd 6y tin S*nat« andBotau »fR*prftntaSiv*» af 
tkmUn.iUdStaUamfAmnieainCoitgnMm—KmhUd.'tkaXt:^ i 
Act Bujr be dUd u the 'Fu-n Credit Act af 1971". ' 

POLICY AND OBJECTIVES 

Sec. 1.1 U) It Is declared to be the policy of the Congrcsa. 
recogniziDf that a pnuperoua. productive agriculture is eaaen- 
tial to a free nation and recognizing the growing need for 
credit in rural areas, that the farmer-owned cooperative Farm 
Credit System be designed to accomplish the oojeetive of im- 
proving the income and well-being <u AnuJcan farmera and 
ranchers by furnishing sound, adequate, and conatruetlvs 
credit and dosely related aervicea to them, their cooperatives, 
and to selected farm-related businesses necessary for efficient 
farm operations. 

(b) It is the objective of this Act to continue to encourage 
farmer- and rancher-borrowers partidpatioa in the nanage- 
meat, control, and ownership of a permanent system of credit 
for agriculture which will be responaive to the credit needs of 
al! types of a^icultural producers having a basis for credit, 
and to modernize and improve the authorizations and means 
for furnishiDfr auch credit and credit for housing in rural areas 
made available through the institutions coaatitutiDg the Farm 
Credit System as herein provided. 

S£C. 1.2. The Farm Credit System.- The Farm Credit 
System shall include the Federal land bsnlu. the Federal land 
bank associations, the Federal intermediate credit banks., the 
production credit associations, the banks for cooperatives, and 
such other institutions as may be made a part of the System, 
all of which ahall be chartered by and aubject to the supervi- 
sion of the Farm Credit Administration. 
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the powet should flow troai the farnerE at the top and ehould result 
In the Govainoi of the FCA at tb« bottD> being 'reaponalv* to the 
credit needs* of the stockholdecs at the top. 

The faiBiecs at the top ace shown banding together In a Fedeial 
Land Bank AsGociation, a Cooperative ot a Fcoductlon Credit 
AsEociation. Theee three ocganliatlons then elect two dlcectoca each 
tD a DistiicC faim Credit Board, There are twelve districts covering 
the United states and each dietiict nonlnateE Individuals for 
appointment to the federal Farm i; edit Boa -d in Kaahlngton. The 
Maehlngton board rune the Farsi Credit Administration through the 
office of the Governor. 

Thl* is Asieilca. I believe In the democratic, capitaliatic ■ 
Eociety. The system as set up by Congress and as described in the 
diagram should work. In order to see why the system hse failed, you 
nuEt look a little closer. 

In order to visualize the breakdown of the ayatem, I have 
modified their chart to attempt to show bow the EyEtEm really 
operate*. Figure III la my representetion of the actual 

OCgahizal: Ion. The first change Is to break the EyEtem into zones of 
Influence as indicated by the labels on the left aide At the top, 
we have the independent faimeFs who are cuCElde the influence of the 
Farm Credit Systeit. (FCSI . Belcw Chat we have the Fa m Credit System 
which l£ the pdti Cn that Congiess EeC up to be farmer owned and 
controlled Below that, we have the Farm Credit Adninlstration 
(FCA The Farm Credit AdminiEtiaClon is separate froir, the Fara 
Credit SyEtem; t is an independent agency in the executive branch 
somewhat Eimilar to the Fedei^al Reserve gystem. BelOu that, I have 
listed the eiecut ve branch of fiove nment to Show the real influence 
that the President has ove the eystem and at the bottom i have shown 
the International monetary n^arkets. 

Kou will recall that the FCA published diagram showed eight 
farmers at the top of each leg of Che syEtem. This was an 
implication that the three legs were equal In size. At the end of 
19B2, Federal Land Banks FLB| had about $50 billion in loans, the 
Banks for Cooperatives (BC) had about $10 billion In loans and the 
Production Credit Associations PCA) had about $20 billion. As 
Everrett Dlrkson said, "A billion here and a billion there and pretty 
Goon you are talking about real money The size of the Farm Credit 
System Is so large that you cannot comprehend it. But the three legs 
of the system are not equal Accordinc/ly I have modified the chart 
to let each farme Eymbol represent appioiimately SIO billion. We 
now have five farme s In the FLB, two fatiierE in the FCA and only One 
farmer in the BC. This ratio is Importanti 5i2il, Are all eight 
farmers getting equal representation? Is the system showing 
favoritism to any of the farsers? Are all eight farmers sharing 

to determine a breakdown in the system. 
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:he facners elect the local directors 
> the district and the directors are 

local farmers. Once a director of a FCA or PLBA 
1 is he responsible? Is he going to represent the 
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i law of the land. The dashed 1 



a point of explanation as to the 
irti Figure III. Basically the 
inted by Congiese in the farm Credj 
1 granted by the Governor through t 
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IS ions, bi 



) the 



il aasociationE, This is probably t 
on exorbitant salaries, but let us hope that it does not work to 
ideprlue the aseooiation of ualuablt employees and directors. 
Congress also granted to the district the power Co approve the 
appointment of the president. What l really do not like is the 
power granted by the Governor and not by Congress, for the district 
to remove the president or the directors. The threat of using this 
power has also been used to discharge lower employees. After the 
district removes a director, they Cian eappoint their own man 
and fiduciary responsibility. The exeroise of these powers 
effectively disenf ranchises the stockholders in a FCA or a FLBA and 
removes all accountability of the system to the seven farmers 
represented in these legs of the system. 
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: us move down anothet: step to the Farm Credit 
:ion. Realize that thiG ie an independent agency in the 
lernment. Supposedly, it is governed by a board appointed 
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Probably the mOBt effective subversion of the will of Congress it 
represented by the Implementation, by the Governor, of a nationwide 
classification and salary standardization of employees. In effect 
this is a civil service system for all employeeE of the system. On 
the surface, it appears to be a good concept. However, when you 
combine It vith the control that is evident in this chart, it gives 
the system the power to move employees about so that their alleglanct 
is to the system rathei than to the fern^ers that they are supposed t< 
represent. 
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•xeit equal influance.) If tba ay^tan wet* accountable to the 
Ptasident of tha D.8. , then vc could look to the political proceaa 
for [edceBB, Bowevei, let va point out that the only control 
•xerciaed by the eiecutive branch of Govainnent la the appointment of 
one >enber to a thirteen member Federal Farm Credit Boaid In 
Hesbington. ObvlouEly this la not effective control and we can not 
look to the political proceas for cellef. 

I have included the Internaticnal nonetary narkata at tha bottotn 
of figure III bo illuBtiate the financial reeponElbilitr Of the 
ayatem. All money in the syBtem 16 generated by the Bale of bond* by 
the Federal farm Credit Banks Funding Corporation. Prior to 1977, 
the Land Banks sold bonds the PCAs Bold bonds and the Cooperatives 
•old their own bonds In 1977 the system went to a single 
aystem-wlde bond. Ihe impl Ication lE Chat the total systeni 1* liable 
for each and every dollar borrowed by any part of the syBteBi. In 
other words the liability of the one farmer at the top in the BC Is 
shared and endorsed by the other seven farmecB In the FLB and PCA. 
Remember thia joint liability of the seven fBimere guaranteelnc| the 
liabilities of the one farmer. Would yoj not think that this would 
make It easier for the one farmer to borrow money if he had seven 
other faraiers gueranteelng his loan? Hho would benefit by this 
uitual endorsing of loans? Obviouslyt the weak sister. 

frnMci.iisTON! The eight famera at the top of the system are not 
equally represented The actions and regulationa of the Governor 
constitute a dieenf [anchisement of the farmerE-owners of the PCA 
and FLB. The only effective soljtlon to this problem is to 
restore a degree of accountability so that the system is 
responelve to the needs and wishes of the farmer. Power must be 
removed from a cadre of insensitive officials, and they nuat be 
wide reeponslve to the people who pay their salaries. 

III. CONGRESSIONAL STATEHENT. 

The control by the district over the local associations is a 
violation of the basic concept of democratic and corporate 
responsibility Eld Congress Intend that the farinerE control, or did 
Congress Intend that the Governor of FCA controlT The Farm Credit 
Act of 1971 is essentially legislation transferring control from the 
Government to the private owners It was written by the Farm Credit 
Administration, Introduced in the senate an<3 was passed by the Senate 
with only minor revision. However, the [iouee of RepresentativeE made 
some GubeCantiial changes. Two of those changes are reflected in 
Figure IV which is an excerpt ftOm the report of the House Committee 
on Agriculture. This is an example of specific action by CongresE. 
If they had not acted, then there might be some question of the 
intention. The two actions, n the first caEe deleting the power to 
remove a Director and in the eecond case deleting the power to 
approve tha appointment of a Chief £xeciitlve officer, constitute a 
strong legal argument tht Congress Intended that democratic 
responsibility be to the farmer-ownera of the system rather than to 
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Bouse of R«pr«sentative( 
ConHilttee of Agriculture 
Repott 92-593 on the considecation of the Perm Ciadit Act of 1971 

6. Removal FoweiE (Sec. 5.2 (al ) 

The specific ..irhnritv fr.r rgmnval by the Govein 
oembei of the distciet board which he appoints t 
While the appointment of the seventh aeobei has 
protection of the general public interett, now that the 
Government capital bai been retired fiOB all of the Inet 
the committee believes that once such appointment is ma,i 
removal power would have made such appointee subject to 
unuarrnrted feeling of sppBerviencp to the wishes of the 
Governor. The general aupervieory pouei 
Administration ovec the ins ' ' ' 
and asGursnce that the cong 
carried out. 

9. Appointment Powers (Sec. 5.18(4)) 

The Bouse version dulptm; from the Senate version ^>ji- authoitty 
of the Governor to approve the appointment of the chief executive 
officer of each bank of the System. It substituteB for that 
provision a power in the Governor to approve the annual 
compensation of such officer. This, in BubBtance, is a provision 
of existing law applicable to the land banks rather than the 
existing provisions applicable to Federal intermediate credit 
banks and banks for CD-operatives which rules are reflected by 
the Senate version. J^n Fnmn , itte^ hpjli-vi; s that the Governor's 
approval of the compensation of the bank president ii; an adi-ijuate 
KUDfrvisorv authority for the protection of the interest of the 
general public and the owners of the System from the poBsiblity 
of management deficiency, (emphasis added) 



FIGURE IV 
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the Goveinnent. Howevet, the Governoi Ignoced thla B«ndBt« of 
CongicBB and wrote the By-LawB of the local aesoclation to include 
powers in ixceBs of those which Congieae •peclfically removed fion 
hin. ThiB Is a cleat contravention of the will of Congteas. 



CongcesE Intended t 



! system be contiolled by 



IV. FCB PROFI 
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the first sentence of the Farm Credit Act, stated 

Inprovlng the income of farmers. All actions of the 
>m Must be evaluated in this respect. Ne are all 
s need for iniproved farming profits. Monetary policy 

: in thla aituatlon, but It it a contributing factor 

lined with teapect to the FCS. 

public pronouncements of the Para Credit 
believe that the system was operating at 
( were providing funds to the agricultural 
■ever. Inspection of their financial 

are so large that they lose 

•thing to compare them to, so I propose 

net farming profits of all farmers. An 

id how much profit is involved in 

> FCS is supposed to help the farmer 
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IL Frs rHftPfiRfi. 

Who 1b generating then prqflta? Are all eight faineta in tb* 
thiee leg* of the ayaten contilbutlng equally? Ace all elgkt facaera 
benefitting equally? In oider to anavec theae gueetlona, I looked at 
the net chacgea of the thiee aepaiate legs. Basically, I wanted to 
evaluate how uuch the thiee legs of the ayaten wece adding to the 
coat of Doney that they Here boirowlng on the aionetaiy narketa. 

Figure VI plotB the financing charge of the three aepscate leg*. 
I have defined this as the Intereat charged to the borrower, lesa the 
Interest paid to the bond market and lesE the dividends or patconage 
refunds returned to the borrower. Eetentlally, thla la the groea 
added charge Cor the operation Of the three lege and la Independent 
of the national Intereat ratea. 

As can be expected, PCA needa to charge a greater grosa In order 
to aervice the greater nuMbec of snaller loans During the 1960'a 
all three legs of the aystcn were working to lowec the costs to the 
borrower. They were doing a good Jobl But what happened when the 
ayatetn wa6 reocganlied in 1971? The five farmere in the Land Bank 
have eeen their chargea increase dramatically as have the two farraers 
in the PCA system. The one facmer In the BC Is getting this SlOO 000 
loan fo only SBOO over the national interest ate and this charge 
has lemained consistently low while the PCA and FLB chargea have been 

Remember that the same seven men are serving as the directors of 
all three banks at the district level, while we may not be able to 
argue effectively against their management decision that they have to 
Increase their charges to cover operstionel costs, this graph shows 
dramatically that they are not being consistent in their decisions. 

{•ONCi.usinn: There is discrimination in the system. Charges are 
being increaeed for the Seven farmers in the FLB and PCA legs for 
the jltimaCe benefit of the one farmer in the BC leg. The 
disetimination In the political Influence and accountability of 
the system is shewing itself. 

U^ BESERVES FOR LOSSES. 



The question neit arises ae to what they are doing with all these 
imendous profits. Hell, they are spending a lot on Increasea in 
arlee, personnel and little thirigs like a new 60 million dollar 
Iding in Louisville However, all these things are strictly small 
atoes in the total EysCem and ue woulij have a hard time arguing 

nst their 'prudent management decisions*. One of the interesting 
.nge is the reserves for loan losses. 
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^ , , they 

ait the facmer'E money. And In a cooperative or a corporation, tbay 
repiresent dollarE that aie sitting In the bank Instead of In the 
farmei'B pocket. 



years, in 1911 .Congress established tbatPCA's should have 3.S%. . - 
reserves and established a fornula to reach that level. It vould 
appear on the surface that they are conplylng with th? law and chey 
are naklng piogess in attaining that level. They did experience 
significant Iobssb in 19B2. 

The Federal Land Banks shov a decrease In reserves during the 
19eO'B. Th B waB justified Since FLB was not experiencing losses. 
Afte the Farm Credit Act, the Governor established regulations that 
the FLB should have 1.01 reserves. They have continued to charge off 
In excess of requlrenents and contrary to standard accounting 
piscticsE so that they presently have about 1.35t reserves. 

The BC had good reserves during the ISGD's. After the passage of 
the Farm Credit Act, they "diacovered" SIS million which vas 
transferred from reaeives to equity. They also then had a regulation 
which said that they ehouia :have 1.5% reserves. They obviously made 
no effort to attain that level. In fact, they did not like even 
having a definite level pcesciibed, so the Governor of FCA in 1981 
eliminated the 1.5% tequicewent and substituted 'sufficient*. This 
was done for the bank that historically has had b much greater loss 
on its loans. 

Although this graph plots some fairly small percentages, th* 
important thing la the different standard applied to the three banks 
and the lacK □£ acceptance of standard accounting principles for the 
three banks and the inherent dlscrlBination in favor of the bank 
which is doing the worst job of controlling losses. Again, the 
political power and accountability Is raielng it* head. 



Just how mi 


jcb money 


jre VIII is 


a page fi 


ting that I 





Note that in 19G1, FLBs lost $781,000. At that time, tbey had 
lerves of $4e£ million with another $169 million In the assoclatlor 
: a total of S635 million or ei3 years of their loss experience! 
stockholders in a private bank, nor would the I.R.S., allow the 
runulatlon of rsserveE to this degree. 

}t particularly significant 
B primary lender and the 
reeeives are maintainea cnere. ns can oe seen from the footnote, 
$659 million is available for loan losses. Combining the two 
Bystems, there is $1.3 billion available for losses. It is bard to 
imagine agricultural difficulties on a nationwide scale which would 
threaten these reserves. 
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second only to the U.S. Government in the amount of eecurit 
offeied. The fiirst factoc Chat a Eophisticated bond buyec 
is the financial strength of the )■'-' - ■ - ■ 



:he FLB and PCA le^E are liable 
1 the BC leg. This was 

The Gecond factoi Chat a bond buyer looks at is the quality of 
:he assets. FLB assets consist of first BortgageB on real estate, 
geneially accepted to be the Etcongest asset available. PCA assets 
jonsist of a great number of relatively snail loans Eully 
loilateralized by equip:ient, inventory or land. BC loans are 
relatively large. In many instances they are unsecured and the 
security generally consists of inventories and 'business assets'. 
Jndoubtedly, the 'quality' of assets in the BC is weakest. 

ptiHcr.Ti.'^TnH; He have already seen how the cooperatives are paying 
a smaller charge to the BC for its service charge on the loan. 
The giaph of financial strength strongly suggests that the BC is 

bonds are backed by the FLB and PCA. In other words, the weak BC 
is using the financial strength of its neighbors to get cheap 
money . 

RFTftTKFD PSOFTTS 



Bow much dt 


les the Farm Credit System owe to the farmers of the 


The Fare Ci 


:edit Administration wrote the Farm Credit Act Of 1S71 


and submitted i 
keep the FLB fi 
represented to 
that efforts w( 


it to Congress. The general tenor of the act iE to 
:om distributing all of its profits. The FCA apparently 
Congress that the profits would not be significant and 
>uld be made to distribute these profits back to the 




. Act places restrictions on hov much can be 


distributed. J 
be very large i 

system prior tc 


:t does not speak to the possibility that profits will 
md that all the profits will be kept in the system! 
is a complete contravention of the experience with the 
> 1971. 



Figure XI is a summary of the FLB and PCA profits and 
distributions during 1972-1982. In the case of FLB, a comparison of 
what distributions were made with what could have been made shows 
that FLB should have distributed SI. 5 billion more than it did during 
this period. Realize that this is only about 4S( of its actual 
profits during the period. This means, that there is over S3 billion 
of the farmer's money in the FLB in that short period which amounts 
to about 6t of the outstanding loans. The FCA also managed to get it 
slipped through Congress that nobody owns that moneyl Your stock in 

-20- 
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FLB cannot appreciate in value. If you do not get the profits out in 
the form of reduced coete oi be a dividend, they ace loBt . He have 
already acen that we are not getting reduced coats nor are we getting 
dividends. FLB has robbed the American farners of Si billion. 

FCAe are treated a little differently fioa FLB and infornation ia 
not as readily available. Howeverr a^ infomiatior. Buggests that 
there is another $1,5 billion that should have been distributed 
during these eleven ycace. An interesting obsecvatlon is that this 
money le being held in the PCAE after paying incoaa taxes on the 
profits AsEun.ing a 50% tax biacket, this neans that another SI. 5 
billion vaa paid to the Goveinnent in the form of taxes. If you do 
not think that that money is lost to the farners, just try to get it 
back I 

Figure XI shows that $6 billion has been taken away fron the 
American farmer. If faimers were getting any benefit fiom the use of 
that money, then we would not complain. However, we have seen that 
our costs of borrowing are going up draaatlcally. This Fioney is 
being used to build a power base for a group of individuals who have 
a stranglehold on American agriculture and who aie accountable to no 

It iB interesting to note that I left the BC out of Figure Itl. 
This was not an oversight. The point Is that every dollar of equity 
in a BC IG allocated back to the patrone. If a BC in liquidated, 
then the money is distributed back to the patron-cooperatives. If a 
patron -cooperative goes bankrupt, then It can gat its equity out of a 
BC. If a FLB forecloses on a farmer, they charge the farmer an 
increased interest rate, they charge him interst on Intarent and they 
Hill not redeem stock unless the association Is strong enough to pay 
out easily. If a PCA goes bankrupt, tbe farmer can Inae hie stock 
investment. If the PCA makes money, the farmer cannot share In the 
profit. 



i. SUGGESTIOMS FOR HRfPFW, 

The pieceding case can be characterizad as en abuse of power and 

a lack of accountability. Nhllc exposing some of the abuses of the 

system may be useful, it Is only of benefit if measuree can be taken 
to remedy the situation. 

-Tbe Farm Credit System is tbe backbone of American agriculture. 
Any serious attack on the systsB would not be beneficial to fatmera. 
This is not what we want, we only want tbe system improved. A reform 
of the system could be one of the aost beneficial actions for 
fatmers. A reform of tbe system is going to require extensive legal 
and legislative programs and will be subject to xiany legal, financial 
and political considerations. 
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1. Faioei control of the BssociatlonE. 

2. Association control of the districts. 

3. Restriction of control by the Farm Credit Administration, 

1. Farmer Contro] of AsBogJationE 

■Cap* Arnolfl is generally considered to be the father of the I 
as we know then. His philosophy has been characterized as placinc 
the power in the hands of the farmers as opposed to bureaucrats, 
have seen that within twenty years after his death all of his basj 
principles have been discarded. At the very least, the system car 
only be reformed by a return to his policies. I would suggcEt tht 
following actions to restore a degree of farmer control over the 









Present directors of both PCAe and FLBAe have 
discretion of action. They are merely poppets 
district banks due to the control exerted over 
controls — the power to remove and replace as 
personal loan approval — mutt be eliminated. 


no real 
of the 

well 'as 


f?gen Finencinl Bfporfing. 






stockholders must have the right to inspect the books ol 
association. Private banks must publish their financial 
reports in the local news paper each quarter. Since a I 

cannot the members get equal reporting? 


Every stockholder in a corporation has the eight to get 
list of the other stockholders. Why cannot farmers oet 
in a PCA or FLBA? Confidentiality of credit informatior 
not a legitimate excuse since almost all loans are secui 
by public liens. 


Open Elections. 






The nominating committee app 
has been used to manipulate ' 
replaced with open elections 


roach to associati 
elections. It sbo 


on electic 

uld bE 




the Association 




Honey is power. The financial strength of the 
be at the level closest to control. Federal L 
presently have the majority of the assets at t 
level. This money should be tranBfeired back 

bank similar to the PCA-FICB Bystem. 


system st 
and Banks 
he dietrit 
to the FLE 
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financial Inatl 

Dieicy of Chair 

wouia be abl« i 
natTji 



thi. 



vould inake i 
eaponBlve to thi 



should have the ability to go to othei 
tlons for money. As long a« the diattlct 

puraa atrlnge, aasociatlons are at the 
llclea. If the aaaociatlona bad the power 

uiceB for money, then the laEBOciations 
piovide financial eeivlcea of a Bpeciallied 
FCS pireGently does not provide Further, 
he district bankfi compete for the 
esB and would make them much mote 
needs of the asaociations and the farmer*. 



be comparable tO that of a cc 
time the Stock purchaae lequ 
finance charge. Not only doe 



trement to pay a dividend 
trett that they are 
t, tHQ important consequencee 
tat rate charged would then 
eiclal bank. Kt the present 



i place a 
; the fai 



I falsE 





feeling of the i 


nterest that he is actually paying. 


eecond 




the expectation 


Df a dividend on tht 


stock 


1* going 








Interest on the pa 


t of the farB«r 


in the 




operation of the 


association buslnee 


B. SI 


nee today 








tioned not to rece 




vidend, they do 




not have any fee 


ing of ownership ir 


the a 


Bsoclatio 








F ninhrirt 


t the 


iistrlct 




He 


have seen the cone 


ntration of power i 


evel. 


the la 


k of equal represe 


tation, and the res 


ultlng 




In orde 


to remedy this situation. 










A. 














The preEent situ 


Btion has already re 


suited 


in abuse 


of the 




PCA and FLB bran 


hes in favor of the 


BC. I 


do not s 


e any 






ting this without a 


sepate 




e power 




at the distr ct 


evel. Any scheme 


or propo t onate 




representation o 


single boaid wo 


Id be 




ily 




complicated. Th 


e BimpleBt solution 


would 


:>e for ea 


h bank 




to be control ed 


by its own Board o 


Direc 








would thiB Bchem 




stE of 


all farm 






they are represented at the distrlc 


level 


It would result 




in a greater niimbe of elected farm 




Bsentotives at th 




district level. 


Hopefully this wou 


d make 


the empl 


yeea of 




the system more 


esponsive to the n« 


eds of 


farmers. 
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: by t 



e Gov( 



ivested and control over t 
», and considering the fir 
:e is no further need for 
CO take power and influer 



• Goverhment 

icial strength of the 
lis provision which 
; frotn the farinerE. 



•DiBcounf Approval 



appro 



""fitr: 



listrict level at the prei . . 

:einoved although there Etill nuBt remain some fiscal 
:eEtraint on the local association. Ae long as the diet 
las the right to refuse to accept for discount loans vhJ 
io not meet certain standaidH, there will be adequate 
protection against nismanBgement at the asEOCiation lev« 

icfinn nf t^ontrnl by Farm Prgdit ftdminJKt rat inn 



The Farm Credit Administration should restrict its activities l 
I pertain to controlling the »yBte». The Farm Credit Act says 
t the system should operate under th* Kupervitlon of the FCA. 
3 word 'supervision' has been interpreted to authorize 
srference with the personnel and monageB"' =--•-! — .. ■•- 



■ to i 



1 I would suggest I 



The Federal Reserve Board Eupeivisi 
industry. However, they supervise 
management framewock. FCA should t 
inspection and approval of fiscal i 



Horp rontrol by Federal Farm Credit Board. 



meets only 4-6 tines per yei 
npjete independence of action in tt 
Is inconceivable that an SaO billic 
ird that devotes only this limited 



I of system-wide bond sales was certa: 
trongest bank in the system and in ti 
leinstitutlon of separate bonds by thi 
Item will result in more equitable 
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Govermiieiit Puretiang of StpF|i - 

was left in the Faiin Cl*dit Act, and the Bystein 1e 
;elved as one where the Goveinaent can and will 
ley to avoid lOBses to Individual facascs. 
re have seen Inatancea where this drastic xieasuce 
!en enployed. Further, the Eyateic has resouicee 
such that It probably is not necessary. But It is 
unsettling to *e to Bee farmeis experience hardship vhen the 
Governnient could aslBt them on a fair and equitable baaie. 
Authority to Invest Gcveinnent Boney in the syatem leets in 
[ of the FCA. If he does invest thiE money, then 
jecomes subject to reooval by the 
fail to vest this authoiity in s person 
islly jeopordited by the action? I would 
suggest that the authority for the investnent of Governnient 
'" ■ "o a person outside the ram Credit System 

ary cf Agriculture. 



According to bin, Ror 
sure reaponaible for a li 
the letter of the law, tl 
the intent of the lew. • 
wilting of sone new laws. 



ipaied the PCS to John D. Rockefeller. 

Qt of then.* While the FCS nay be following 
here is little question that it la violating 
___._ --■ ;ionB ,ay t,e the cause for the 
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STATEMENT OF 
OREGCH) 



Thank you for giving me the opportunity to testify before 
aubeommittee today on the subject of farm credit. Chaimian 
es is to be comnended for holdincf a hearing on this issue 

Hy testiniony today will focus on the Twelfth District of 
Farm Credit System, where several production credit asaociati 
e liquidated over the last year. In particular, 1 will deal w 






of not only bureaucratic insensitivity, but also apparent disregar 
for the regulations of the FCfl. It certainly raises questions abo 
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■erioum charge to malte, and I will elaborate further In my teatinony 
about why I cane to this concluaion. 

Phil Brandt, the acting president oC the MPCA, and Bill Brandt, 

to run the troubled production credit association when 
pi^blema between the FCA and the WPCA began last year. He has 

Credit System. 

It is impoctant to view the mpca'h problems In relation 

agriculture is the number one industry in Oregon, and the 

- valley aocountB for a large share of the agricultural 



J financial picture for 
ignificant factor oontri 
decline of the fishing 
e Northwest, fta you kno 



Digitized byGOOgle 






□ugh purchase of additional farmland. 



B when combined 



[■he alleged mlBmanagornqnt at the FICB hopefully has 
iddressed by the replaceinent of bank inanagemsnt in Hay 

;mbers face in its Agriculture Info-Kit which was publi 






ledge again Bt double -digi 


t inflation . 




sratora borcowcd heavily 






It escalating land values 


would provi. 




:urity for their debts. 




nd wggim 


ices quickly took the ate 


am out of LSi 
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constituents to^ethec with FCA to Baintain a continuing dialogue 

1983. Based on the auditors' tindinqs, the FCA detemined 

audit conducted by the PICB in April showed loan losses at only 
$2.6 million for the yeai. On August 10, 19S3, Governor Donald 

into receivership as of October 7, 1983. 

directocs took the PCA and the riCB to court. A suit vss filed 

Wilkinson, the PICB and Its president, Larty K, Butterfiold, 
wd the Twelfth Farm Credit District and the chaiman of its board, 
Ronald Bokna. The suit charged that the FCA improperly devalued 
security on loans and charged off assets when performing a 
special audit of Che WPCA's books. Finding sufficient evidence 
to conclude that the WPCft's board of directors would prevail in 
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26, im. issueiL a preliminary injunctioo to stop the Xiquidatlon 
of the HPCA. Judge Panner met aside the FCA Governor'a Augu.t 
ID, 19S3 ordar trtilch found the HPCA'a capital atocic Irnpalred, 

reinatated the WPCR's board of directors. 

Judge Parmer's decision to issue the ptaliminary injunction 
adds credence to the WPCA board of directors' ehacges that 

examination of Judge Paoner'a opinion reinforces the belief held 
by many that the FCA nada the reaulta of the spflcial audit look 
bad for the WCA in order to Juatlfy closing it down. Judge 



substantial loss values and e fectlvely imposed their 

Judge Paiinac's findinga confirmed what ray constituents 
had been telling me. Horeover, they point to serious problems 
within the managemant of the Farm Credit Byatem. If it is true 
that the PCX trumped-up an unfavorable audit to Justify closing 
down the MPCK, the PCA's actions deserve closer scrutiny by 



ce troubling In another respect. In 

t Judge Fanner's decision reflects poorly 



se-sse o— B4— 
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insensltivity to the Cinancial difficulties fanera face in Onqon's 

Hillafflette Valley. 

in it! lola aa suoerviBor for the Pa™ Credit Syitaa, tha 
FCK has dual reaponaibilitiea. It Buat ensure that the Syatea 
is financially sound to attract investore. and it Bust provide 
faimera access to credit. In the HPCA's case, the PCK may have 

■<PCH wack through its tough financial knot, the PC* opted for a 

of the former- stockholders. Congiess should detemins vhether this 
kind of action was intended when it enacted the Farm Credit Act 

ay trying to maintain the financial integrity of the Font 
supplying credit to fatKecs. The dispute between the HPCA and 



1 difficulties, and if the FCA had been sensitive 
economic conditions facing the HPC* atockholdecs . 



tio have bean hardeBt hit by Che recession, we night avoid the 
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Judge Panner'B deel»lon was released lait October,. 

nal delBgation joined in requesting a General Accounting 
Office {GAO) audit of the FCA's auditing procedures and liquidation 
policy. He also asked tha GAO to determine whether farmers who 
had been affected by the liquidation of other PCAs in the Tvelfth 
District were finding access to credit through neighboring PCM. 
The GAO audit has been underway since mid-March. When tha 
CAO's findings become available, they should provide insight 
into problens within the Farm Credit System that night be addreSMd 
by congress - 

disrupted the availability of farm credit in Oregon. It is now 
10 months after the special audit of Che WPCA was conducted by 



audit of the PCA a 
results of Chat au 



showed. The final 



terioraCing credit conditions foi: Che WPCA i 
^ was unauceesaful in achieving by its specii 

jn." Tha months of uncertainty are taking tl 



ly accoaplish 
lit. In 
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when all factors wece taken into 
decided they couldn't keep the F 



i ot£er conpetitlve 



a condition to the agteemert to liq 



algnificant because It would 
necs continued access to credit. 



GovamoE Wilkinson a 



should for tort 



e another two months bafoi 






the MPCK'i liquidation will be fought out 
role in thii should be to detemine whethe 

of the Parm Ctedlt Ret of 1971. 



Congrass' 
conducting 

., overstepped 
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iouBly, Judge Panner 



audit requeated by m 



with generally accepted auditing 



( not complying 



downgrade the loans contained in the HPCA'b loan portfolio. PCA 
loans are claiaified under categories of "acceptable", "problem", 
■vulnerable", or 'loaa." It a loan i» classified under the "loss" 
category, a portion of Cha loan nay be charged off the AsHOciation' 
books, to redact the belief that the PCA is unlikely to reeeiva 
that amount in repayment. But claaaitying a loan as a "loaa" does 
not always result in the Association experiencing a loss. The 
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ire claBBifi«4. A* a ra>alt, a bozitn^c Bay lure a *lo*«* loan 
jut ooDtiDBe to repay it. BDHereir. ufaeo a loan i» claaaified 
IB ■ 'loss.* tbe AHOciatioQ i* prevented froa crediting any payaanta 
>n th« loan to intecest becaaae regulations require the pajBeat to 
>nly 90 tovard tbe principal. 

What H« kBov fn» tbe HPCA'a situation, however, is that 



he can 


■ake the 


PCA look a* 


bad a* be 


-ants 


to by do™gr*iin. 


the lo«.*...«v« 


™ if. In fact 


the act 


Ml 10. 


s .ituatioo Bay 


be entirely diKereot- 








I 


realize 


claaai tying 


loan, is 


very 


gray area because 


of the 


anbjectivity involved 


Ho«v. 




reaKU 


ofay tbe 


m >u*t foil 


ow ita am 


regulations -ben ita 


auditor 




an loans 


dhi 


e Ccngraas Bay not 


want to 




aubjectiv 


art of claasifying loans. 


it ahOQld ensun 


a that the Fa 


r.Cr«dLt 


Adln 




for lt« 


dKlilon* on loan.. 








k 


■econd 1 


■ua Conqreaa 


should address 


is the use of the 


revolvi 


ng fund. 


^Uh .a. pr 


ovided fo 


[ inT 


tie IV, part A, Section 


4.0 and 


4.1 of 


the Far. credit Act of 


i»n. 


Congreas intended this 


(und to 


be uaad 


to aaaiat tr 


oubled PCAs. U 


e of the revolving fund 


waa luqgeatad ti 


the PCA to 


help th. 


WCA, 


But the rCA realsted 


the inj 


action 


r Bore capita 


I into th 


a PCA. 


It has been saggestad 


that on 




vhy the revo 


Iving fund wasn 


t used -as b«n..« it 


wuld a 


•t a precedent tol ■• 


slating 


ther PCAS, and that SDfficient 


funda » 


eto not 


available to 


take care 


of th 


B entire Para Credit 


Systea 


■ probls 


M. Another 


reason th 


at has 
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living fund is that it would 
s fam ccedit System, which 



rauia provide valuabl* t 






nless econonio conditions improve aignificantly for ehl» 
ition's agricuitucal sector, we will sec sinilar problems 

re forced into bankruptcy. Congress should review the Parn Cred 

ongreaa Intended. 

Hoiking uitb my constituents on their PCA problems for 
tie past year has convinced me that there ere serious problem* 

xperience would be helpful to you, Mr. Chairman, and your aubco 

Thanlt you tor the opportunity to testify on this 
mportant issue which affeota America's agricultural community. 
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imthbut of PHILIP H. Btuiar, jr. 

soecouuinsE on consehutioh, credit and ruml deielofugiit 

or THE ROUSE laRicuLTuBE couunei 

itar 1, 19BI1 

Itr nus i> Pblllp M. Bnndt, Jr. I u Iba Acting PrasUent sf Um WlUuatM 
Pmductioo Cndlt AisoclftUon or Smlma, Oneoa. I Joinad tlH Prsductlen Cndtt 
CarpontisD at Spakana on July 1, 1936, wu snplccrsd b]r >lUu>tto Froduatloa 
Cndlt Aisociition Jnlr 1. 1937, b*u» tin chief tncutln a»lD>r of IFCA In 
AprU, 1936, ud, •■capC (or li} jau-g during World (ar II whan I na an utl«a 
dul? aa 1 namrra otticti, aamd contlmaualr u Uw Elilal ancutira offtcar of 
RFCA until Hv 1, IW, at which tin I ntlrad at the Domil ratiraaDt iga of 
65. I was aikad to Mm aa > conaultut to Uia Board of Dlractora of IrPCA la 
August, l?a3, and upon tha »al«natlaD of tha Utan ActlnE Pnaldant of tha a**oo- 
latlon March 15, 19S3, *as aakad by bstli Uu Board of DlnoCora and Uh FnaUast 

until tfaa futun of tba aaaoolatlon lould b> datamlnad. 

«ban I ratlnd froB WUlaBtta PCA in 1980, tba aasocUtlm had loanad naarly 
*1 bUllon to farnara and fisharnp and bad cbarcad off ondar 1500,000 during ita 

I nlamsd to duly as a oonsulUot and hob as an offlcsr bacauaa of (1) ^ 
comigtlon that tha asaoeiatlun hu bam nliuaad badly by tba FUw Cndlt AiMlnls- 
tntlon In tba handling of Iti BupsTvlsoi7 ponrs, and (2) bacauaa ttun waa > naad 
for m interla sncutln offlcsr ponding ctatanilnatlan of tha futun Production 
Cndlt aarrloa to tha Unmn of tha tarrltoir aamd by ■lllaaatta PCA — ■ tarrl- 
toty co^irlsliv 13 countlaa of NorUaastan Ongon with wall onr half of tb* faman 
of Orafoa living witiiln Ita bonndarlaa. 

nx Itli T«an of V iSTolwaast with tha ProdustlM Cndlt ayataa loaludad all but 
tba flnt 1^ yaara of Ita axlat«Ka up uolll tha tlaa of i^ i«tlraKBt. Aftar a H- 
yaar blatis I now ban an additional B aonttaa of atrrica In tba Syataa. 

Ur pqi-poao in cowing bafon thla ooHtlttoa ia to bring to Congiwaa tha parapac- 
tin of aaaaoBa who hag b*« cloaaly idaDtlflad with tha S&^aar hlatoiy of Uw 
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pmduetlsi Cndit 9ti(u, ■ Qfitu Uwt nnki MHKf ttaa flMst ligislatl** amtlau 

It li DO MW9 ta Ceofntama th*t things u« critical CliwEtillT on tM Ikn, 
UiToagtKnt ttaa Dnltwl StaWa. I unin rsu Onidd 1j oat •iDtptad turn ttaii OBOdltUa. 
TlM ((rleulaml emjlt (ItiiatlDii la partleularl; critlsal. I eooflna mj Tlaws prl- 
■■Plly to Ua Pruduetioo Cndtt and Fuain Boa* AtUalitntlon dallnry aratan. 
aloca I do Dot ban tba IsBigtita to radaral Land Bank and Bank (Or Cooparatln epan- 

I can aaini* jou that alwrt-tan «iwllt ^itau an not workinc tbt njr Intandad 
bj- Csngraii. It ta tlai, and It la sruolal ta tba wboiM ttbric vt ninl Ufa In tlia 



prvsi, CecwKH la not (attljif Uia tnia (taiy fna tka Farm Cndit UalnlatntlEB and 
ttaa ramn Rom Xdolnlitntlwi. TIim ii^tet. at Uh 19B3 drouth and teat wan iD tba 

jaars at pmr prlcas and lil«h costa, lDOliidiii« IntaiHt ntaa aapaclallT, bai> baan 

(Tidaot for naarl? two ]wg. Ibla data not addnsa ttaa pUgtit of tl» CDHSRlal 

flahing Indaitrr In ttaa NerUHaat ahlah Is a separata prvblaa to tha Prodnatlai Cndit 

IsaociatlHU ef tba 12th Fan CradU DlatrLot. 

Lot ■■ first iddnii ttaa aer ttaa Faiaara How Atelslatratlin loan prognu an 

■orkUe Ifl ttaa flald — at Isaat In Orafon. In aplta of an eilanali* aaHnndoa of 

axtalllnc 
imdsrstsndlnf last F^bniST batsasn PCi and PaHl/ arrangaasnts nads to anbanoa Cotagxvaa^ 

diiind ODopantloii In tactta dlnot and (Buutsad loana Uimogb FalM, lltUa baa 

chsogsd. Qv flald lapnaantatlns find llttla l^)roi«aDt In tia naoli* of aoontgr 

ndU aupirTlian to cbanfs pncadma and alaplll) and qnlskan nspanaa te Ivplleaata. 

Onntad hH4 paraenDsl an oni^Jjiadsd, atU ttaa »d t^is wd pRisadaial nadklMka 

oentlisa and a*a vltlplr. In Ongoiiis Bost pspaioas fum csoB^ ttaa JtBk aapsrrlaar 

aBit laat aaali bnusd that taa bad oanr bad to 'p^ on a faanatwd Isaa and that ta 

mar snild ban to pay! Vltta that attltnda In ttaa flald, Ca^naa *1U oot ■•« Um 

naats it haa dsaandad fna Ita aaaiHon praaMs. 
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DorlJV 1SS3 t^TH af tin 30 pMdWtlaa Cndlt iHoeUtlcn* In tta Utta r>n 
Cndtt DlttrlBt HI* plaoad Id llqaUaUoB. Itei* miU hm bHn ftar ancpt tlut 
WUUHtto PCA wiacbl nitaf la Uh IManl esurt te Its HqoldkUea. Or* af Uv 
4g*oel«U<B* iMli^ UquUatod la SaaUan Idabe FCl, awng Uu tap fin l<i|a«t In 
tha DDlUd SUUa. liUHBtta KA >lUi 110$ alUlaa lEMna ootatulliif, ni aHC« Uia 
top ISf la IlM. Otten of Ua 2a raoalnlnc Uth Diitrlet FUa ara Is daap Uwtili. 

Tt» tnoli)** nf Ubm aaaDelaClcna arlsi mC or tna adiana toadtUoiu la 
afrlcvlBm and tba Bo^nlKl fUiiii( iDduUr. PTSblaas of unagaaant, elUiar 
In Uia >SB«lati«B or eo Ua fum, tun not baao Idantlttad u Ob jirlaaiT caoM 
Df luB losaa*. It la tteaa asllHtad Ion loasaa Uiat hM trlgfarwl Ub Uqulda- 
tlgot. 

knatd tba Batlco ttaara la aoali ouast In Ua PnAetUn Cndit Sjataa. It 
Salaa aa baia bad t*laFtie« ealla fna Tkaa, Callferola, turn HazlcB and Colarado 
Kk offlaan and dlracter* aintlii Infonatltn ateat our lltlcatlwi ud Indleatlnf 
thalr ballaf t£a Praductliai Ciadlt Srataa la failing In Ita alHliB. Tba 16 billion 
Barling aait braatJit in Jamaiy in tba Obta H, S. DiitrlEt Oourt agalnit tba Fara 
Ciadlt AdBlnlBtratliin and otban allafaa tbat tba Fan Cndlt SyitH aa a irbola baa 
fallad to cazTX tAt ita Ametlan aa dljvcted b^ Car^^aa, Tbana ai* naii^ within 
tba Srataa Mm aacopilia aarUln aarlt in tba allaiatlona of tba Sorliis oo^ilalnt. 

To V paraonal tnoaladia tour of tba U pnaldenta of tba Fadaral Istaiaadlala 
Cradlt Baska ef tha Syataa hafe baan dlnliaad daring iim pagt raar. Utnr FCA praa- 

Srataia bacanaa tbajr find It l^iaaalbla to eopa with FCi-dletatad pallsiag. 

ninar-dliMitar partlalpatUa In laaB atelntatratloi paliflaa la ataadll; da- 
Giaaalnf. Loan daalaicoa aa adiaraalj-^laaslflad aecDanta ara largaljr aada at 
Dlitrllt laaal ratbar tban leaal laaal. ICA policy mrmt aaaoelaUona toward ao- 
oallad 'pnteaalnaal* at«ft loan eoaalttaaa ratlar tban, aa waa piadesinant far U> 
jaara or ■en, dli*etot^4taff leaa aa^ttaaa. If a^rtblng aaa pn*a agnclnalialr 
to aa darlnc ^ Ui jaan of aarrlca. It Kaa tbat tba aatlae partletjatlaa si 
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Is ttH litMi »Mni[ mi mrwlalag prgMH na tta aoct alvillluDt iliila •lM«A 
la ttH (uuu ef ttw FniAicUon cndit ^aUa. 

It Uh an* tlaa that Cv^naa aaiaa tonrd m objaotli* at lattlBc aatlioniy 
and inrlalTji aalr1n| aa elsaa to tba polM et MTvle* aa paaaUla, Uia aftost at 
FCA policy la to santnlUa agttaarltr at ttta DUtrlst and naUsnal la«*li> I kne* 
Uv asaartlaaa that tboaa na> la ohHia Baka an Jnal ttaa atV«aita el riiat I haia 
uU, tut DS on Is Uw flaU ballaaaa Ihaa so tba baala of ttaa neerd. Saa Um 
lattar ot Rletiard k. HcDougal, Cbalrau llth Fus Cndlt Dlatriet Boaid, datad 
Aagaat ti, 1?S3 — (aiiilblt #1) 

Xt batk tte Fldanl ami DlaUict lanl tt la appaiwit that Bsuda sf 01I*at«ra 
and aai^ aaaestlna tna Ua aoTanor af KA dan haiv bacoH luatltatloa-orlantad 
ratlar than erlantad tgnrd nmiahlsc Moad, adaqaata eonatnioUi* oradlt ta Iknara, 
raaaliara aod flataaiaan* 

k am lalaaaa frsa FU datad iprtl li, UBJi (aAUilt «) lllaatntaa tHa polot- 
IB It* nrat ^rafT^i 'Duald E. VtUduoB, ODTaner of tta fan Cndlt lAdnlatn- 
Ilon , today aiiBniiKtd tha FacMnl Faim Cradlt Bsanl' a appponl al a plan te ea n acll- 
data tlia afanej'a OUieaa of Eiaalnatica and StqiarTlaloa. Iba TaoiKaolaatlon BlU 
panlt rU to foaga aoia diraetl^ lai ara*aa aiantleiia oaaastlaa (o niDd sndlt 
■dalnlatratlon aod afflclant flaanclal aarrleliif • Ooiaraor WlUlaaon polntad ntj 
'TO*' a ftinda»ntal naponalbilllj ia to prcUct U« poUle tnwt In tt» (t»i«th aad 
atabilltjr of Srataa Itiatltattona aad to bi aa Infomd Tsiea about acrlsultoral land- 
liif and flaanea." (luidaaeoriaf addad) 

Cantraat ttaU witta Um aiatad Fellcgi and Objaatlva* ol Coi«naa par Sao. 1.1 
of Um Fan Cndit let of UTli 

Sao. 1.1 (a) It !■ daeland te ba tka pellsr of t)M Cnitnaai nentnlilnt that a 
pFoaporoBai pmkictlia agrlaoltun la (aBantlal te a fn* natloa and neovilalnt Um 
gnalac need for cndlt la nml anaa, that tba fUaaiwamad Bsapantlia ran Cndlt 
Stratas ba daalcoad to aeco^Uah tha objactln of la|mTlii« tha Inoeaa asd iiall-.halat 
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of AMrieu Arain ud nneliari ty fURiUhlni nond, idtquata, ud eBuuuetln 
cndlt ud elonly rslatad Hrricae to thM, tMlr SMpantiwB, ud ts lalacUd 

iqslaa of cndlt Tor airlcultun whlota will be naponsln to Ua cndlt i»«l> of *U 
typoB of it'lBi'ltunl pndunrs hiiliig a buU far sndlt, ud to aodamlH ud 1>- 
pnn U» uiCliariutloni ud aeus for fumlstalnf aocri endit and cndlt for houaliic 
iJi rural uvta Dada aTBllabla thmi^ tha Inatltutlona eenatltutl^ U» FUm Gi«dtt 
^aUB (9 banlD provtdad. 

luTolniEant in bank opantisDS and aaiiagaBnt whlls atrangUiaaliig It* axuajulton* of 
SyiME Inatltutloni Slnoa the oecaalon for tbi nam nlaua vu to anDoanoa tha 

parpliilsc q»iitJon of bar Uh aua offlca eui at Uh saK tUa ndooa la InvulnxBt 



nirthsr, Uila soasolldatlu fltaa la tte tmem of a 19&1 Oanaral Acosonti^ Offlca 
raport atzwi^l/ raaoiHaDdlii|E that Um axaalnatlos Auotlui of PCA b* antlnlf aapar- 
ata: froa oUwr tUata of rCA's oparatlui. (saa paga 2 of EAlblt #2} 

Tba IlllaaatU 7CA atsTi li, I ballava, a casa hlatoiy et irtiat la taappanlnc la 
tha ProductlDo Cndlt Qralm UirouEhoat tha nation. It lUgaiiataB he* pellaiaa at 
Matrlct and national lanl cu dastn^ sst only liieal Instltatlooa but. Mat 1>- 
porUnC, tboaa Mw sm tba a/atom — tba tanara, mnebapa and coMaiclal fltfiaTHn. 

Dntll IMl WlUawtta FCA wu nntldand a atm^ aaaooUtlaa, haTli^ ■ nbatu- 
tlal and gmrlni lou ivlBBa, atrong raaarraa for bad dabta, good aamla^a and a 
larga tarplB* bollt trem aanlnf*. Oparatlng la ana of tba aoat dlnnlflad *irl- 
Dultural araaa In tba Dsltwl Statai, Ita neord vaa aapaolallj notanrUv. I Mt* 
■antluad alraadj' Uut Ita loaaaa nan laaa tban tSOD.OOO In laadli« naai^ |1 billKo. 
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nil T«*Ml« tlat bcfwi 1b I$eo, BoAlDKl with tht hl«hait laUnit laiala «b 
neont In Wa rus Cndtt Sr*t*a, bit pndmn hud In WlUuBtt* Kt< i um. n* 
t>«t milt In Ua niliHtU VaLUr m dfTotad to ro enps — ygtitbUa lod 
fnlta f«r euuMri ud fncian, DOTM17 (t«k asd papptmiiit. SB pila* of papptr- 
mlat dU fall baloar tlH euat Bt prodoetloB bf at laaat 25( uid la bbIjf noir tjfmtcl^ 
lii£ a bnaJE-a*an laial. Ik* lwH-faolldli;« esllApai aaivrlr lapii-^Til Urn mr—Tj la- 
duaUT- Htiicat eondltlona In Uia fsoil prggaialnf bnsinaai aan aoeh Uut aajor loaaaa 
aara aqxrlsncad. * aubalaotlal uouiC ef lillaaatta'a ni^ara produea tor ssopan- 
tlTaa - BaKlr, Stagrtna Caniii^ Cs. and Agrlpaa, Tim., both suatiHra ot Um Sllkni 
Bank for CoBparatlaaa. Rhlle SUyton ulBtalnad a permit ts aaatian slaaa to aaab 
■arkat prtua, Aerlpae hii/anbaUotlallr Ibm than euta — raiiflBC trm SSI aoa jmur 
to TS* In 1982, tlia laat jiaar for ihlBli ■ pool Blosli« has baan anaaoDsad. Km tinl 
an 19S2 enrpa ulU ba paid aait Hntb, bat In ths 16 ■mtfai Intanulnc batnao da- 
llniT and final pajoot Uia (roiar waltc far Ua ■onar. That aaana parlnf IntaFaat 
to hla PC* or bankar. It rata* of U to 15 par oant par jnaar Urn not lapaot la a 
■ooh Unr flfura tlian a*an tba flfona ahnv. Payoats an eantraUad br tba Bank 
fsr Caeparatliai irtilsh Datnrally nnta to kaap Ita loan ■all-aarjlaad. RHolt ij 
tbat vUla Om pFodocar la wlpwl sot b; tba enneb tbs oeepantl*a ind Om BaA tbr 
CoopanUiva HlnUlB aoond flnanslal poaltlon. Cloaol; Idantlflad u WUlaMtta 
PU la to tba piodncar, Ita loaoa loaa aarflii aloBg tiiUi th* fnaar<a loaa ef aqaltlak 
That la praelaalf what baa bappanad to IlllaHtU FC*a eiodlta duni« tba laat tfaMO 

In (ood faltll both vltta (nmra and sltfa Uiair oooparatln loatltntltaia, ■inaMtta 
FCi baa triad to oaltlnao ita floucUl aunnrt to ksap tba acrlcultoral atmtufa la 
plaea, ballaHaf that tba bjs11»1 natu* af agriaultnn nUl raatera profit to tte 

Tbla la net to aijr that narflnal aparatora eg^ld bai« aorvliad* ior that battar 
■arufaaant baa oat baan naadad la pi^ oooparatlwa. Tbaaa adjaataaota ban baan and 
will ba lada. But naw ua an Ulklsf abeol tba suitli^d aonlTal or ito^M of Uw 
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MflilT l(**n(*d *Bd ahow nHnai ua llMltsd — tin 1*17 paopla r e inw n nd 

nwn U na il*rvli« l^it bu^ luwn ud flihanu >•» cnf M np In tlM mak. 
Etvlacy af Inn^tlu as pamiln Uinii«b Ua dsnd* of tla I0>, ud Out ttM7 ■*>• 
■lUi^*] niiuBUllj'. Dm •canale fHta of Ufa In • saplUllatla ajata dlstata 
Itaar HBt tot Ua rlak-Mlian aa aall ■> tha pnnt-aakara. 

a ellMta of lABlaaala liquldatloo Id tba agrlimlUinl nd nAii« L 
tha daitmetln of Uia ahola laial of nlaai, ao that It briii(B aemaslc dlatiaaa 
and dsimnlliation to tlM antUvtr- liparlaoMd baniian and pnducttoa eradtt laoilan 
taw thla. Tbar aaak ta diinipt tha (Inuuilil atmstara u lltUa aa poaatbl*.. 



Ill I ■ and (all In puhlu atataaanta ud naai nlauag tlimi|h«t tha lUlaaatta 
TBlIar t>r boUi ICA and ttaa Fadanl InUmadiaU Ciadlt Biolc el Spokua. Matisi^ 
Is tha tadiial court lltlfatln bf auctliui rard ofClclala and hr Ongta MaM 
trnlTaraltr agrlenltaral aeonsalate aailMad tha adiam lafiaet ot ICl'a i«l*M*a> 

Tha ncord ghon that wbas Kk'a liquidator Uio\c eaar Sovthaic Orafon and ?B(at 
Scnnd fCla uhlali had haair Innalaanti In tha Hahlnt laduatix tha awkat far laaaalat 
iliaadr bad aDough bacaasa af flablnf esndlttona, haaoa chaoUe. n* takaavar aoUa 
dastnjwd rtiat aukat did azlat, tricgend astloo bj aaBaralal landan aba tt^ 
Ifaalr ceUataral nloaa gltpptog, ud laft am nsgal aman ■Ittaaat dabt anibla 
to nallia lagltlsaU a<)iiilUa In Uialr waaala. Batnan tha fint •ualiiatlvi tgr 
Kt. Jua 30, 1^3, and tha aacond aBBlDatlao NeaHbar 2$, 198}, nloaa dra^ad an 

..tiMt«i ?s«. 

aurtlr aftar (ha laloatalaMOt ot IlIUHtta PCA's beard at dlnotera ad 
Dctebar 25, 19S3, bjr dlnctlan ot tha U. S. Dlatrlat Court, tba Fadaral lotanadlaM 
Crgdlt Bank ot Spokana aoofbt god obtalnad an agiaaMnt vith ■lUaaatta ta parfora 
a naa audit le Da eo^ilatwl br Daca^iar 31, IW, atiloh na to datanliia tha tea 
condltigo at WUlaaatU FCA'a laan parttsllo. Tha Fara Cndlt Uaislatratlaa xmtamA 
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te be ■ pirtjF to Uk tsianKBt MUNd Into bttnwi llUottta PCI ud Ub TVSi, 
It alas ttam to iiarfon ■ no ■udll o! tta MioelittoD'B Isuu liuUul st illna- 
lac tte FICB to ds M, pnaiiinc la ccaplata Ita widlC tr Juuhj 2$, IMi. Tbl* 
•Bdlt au BBt Goaplatod at Uh SiIh nffio* unCll <«ioDt IUra)i 15> •mi thBU(k u 
■ur M ID axaalnan aar* la tha offloaa through Uw four aantli parlod at f« «idlt« 
A final rapart of audit baa atUl ts bt ncaiiad all ■ootha aftar Ub ftrat Kl 
awllt ■« dacland Innlld bj tha fadaral eeart [and taar aonllu aftar tba FICB had 
prapoaad to taara ttaa laana aattlad). 

Iment thinja lIlliiC li Kk asusht In bduH au • taivoru7 lD>ctl«n af oapttal 
troB tba turn Cndtt tdalniatntliai irtiUti would panlt eanllniad epantloc pandiat a 
tanaround In agrloultaral nd acnooalc noDdltlons . tbla la proTldad tor In tlM 

(TlUa n. Fart I, SKsUcDa li.O and li.l). Bm etflolal llna (iTan bf FCi otflciala 
in raflialiig to uaa tba ravolTliig nwd la <1) tba ayataa taHai paat prU* la bali« 
traa of (onRaaDt capital aad dean't aant te id bask ta the iDramant for balp, 
and {2) tbat than ii not anoucb ■!»■; Is tba nvslnliic ftind to aiat tb> Mada of 
PndactleB Cradlt taaoalatloaa Ibnuibout tba natlse. Our npl; ta (1) ia tbat tha 
qittaa absuld bt pnisd ts bam anllabla raaounaa nd a food npa^vBt laeord to 
Joatifr tha naa of tba fimd, and to (I) that rafiiali^ te naa azv of tba fonda baonia 
tbijt art Inauffiotant aakaa no aora aaiiB than lafualng to uia a auKiiT of aadiolna 
in an apideale baoaaaa ttaara atcht not ba ancufb ta tnat «TVr7gnaa Our tlaa ia 
tbat jm uaa what jou baTa,than (o loolclnc for aora if 70a uaad lt< 

If thara la anjr doubt about abat Canfma and piMadiag Oaianora of tba Fbib 
Cradit i^UniatratioB bad in Bind ai to uiag tba nvolrtnE fond, lat ■■ qaota Jaat 
a fav talllnc llnea fna tha taatlsiv of Qaianor R. B. lootal si April 20, 1956, 
bafon thla nrr aub-aoHlttaa (Baarl^a on H.H, ICSSS, H.R. imBb, 8.B. 1D315 and 
H.B. 10M2, April 19, ZO, aad 2i, lf5&, Sliib Coniraaa, 2Dd Saaalon), 
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•Hlhls Urn put 3 ytn tlun h»a tHS six pmbctln cmltt uaDoUtlaoi in «m 
dlHenal pirti of tba eounUT t)i«t liin piU off ill of tbalf DoKn^mt cqilul 
but found It DoeaiHIT to eona bKk ml uk for nmbKrlptlon of nM OeMisiaiit 
uplUl In ordir to bolaUr Unlr flnancUl condltlOD. 

■ThTH of thooo u* out Iji tiko oIuIibui** tarrltoi7, la tikv dToufht uva, sid 
tb* Dtlur thm an Iji Congrodaian Itelotlro's district, da* to a iviy bad potato 



DKtlos iltli otter HKoUUooB, but that, u thay cat ontalr faat and an abla, 
th^ Hill Tapajr that capital Jutt u tha; biT* daKBstntad • dealn and «t>ill^ 

aim tha rafnaal of ualatasoa fnai tli* ravalTlnt fund Uwt la ao OIUTlr 
BoBta^UMd bj Cdii(»iiLcm&1 Ijitaat, (te •aaDCUClon' ■ dlracton and tha offloera 
of tha radaml iDtamdUta Cradit Bank loskad at tha sltuatlm In tmrlj Manh thli 
^ar and d«t«nl»d that ■lllnatta Kl could not ■nrriio flnaosliU;. Ita mlaaa 
had ahnink 151 baeauaa'tha uuartalntlai tmng fuxan iboit Ita fatal* and basnaa 
fUida sara out off durli^ hu-nat In 1^3. Tte aviunt of aen-unliif aaaata an tha 
baala of tha loTalld KA audit ud IndlcaClona on tha naw audit dletstad thla daclalon. 
(ExhlblU)) Iharafora, thi BDard of Dlnotora pasaed a naalutioo plaolng Illlaaatta 
PC* In a nlnnurj liquidation (tldilblt tli) eondlUonad oa tha eharUr of a na* fCl 
to aarn tha am tarritoir. Tte Boardii atatajiaDt of thctora laadlnc to liquidation 
docuaanta Its daclaico (Exhibit #5). 

thaaa aotiena nai* ukao Ibreh B, 19ilf i Daputjr GsraRior of Fan Ci*dtt *<hlii- 
latntlon waa Id WlllaHtta'a offieaa at the tl>t of (h«aa acUooi and ■«■ fall? 
iBfenad in all aapacta of tba daeiiloB-aaklBt. la an JDatlflad In uaoBlnc that h* 
pMiad thla Infomtloo so to Fan Cmdlt in lashlBcten, TIbu, i« faal tte tlaa Ki 
haa had to eonaldar this ppopoaad aolutioD dataa tnm Hareh 9, 19(Ui- U of tte data 
), April 29, 19Ht, in ban burd Bathing froa Kk. la fat proaiaaa 
nothinf bappana. It la nov oaarlr tn BOBtbal Iba old ■illaatt* FCi 
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lliqi* aliBf (anlBc ita foaMnt airtiar* u bast it c*ii uid laataf aiAanblii dal]7. 

Tbfl aa* A^vpelAtlDO* « bDArd af dtraeton tua aat ttaraa tlaaa aod la prapazw] ta 
fUBCtloB (t ■ aoMBt** DOttaa. Finan autalda tka Syatam nbe ulali FCi aanlea 
rUa ^ipllaatlooa and lalt for aoMthljic ts twfipan — iD **la. 

ItinaclioDt Uila actln aplaoda do pealtlia laidantUp tia« baan farttiasalai ftot 
Uia OoHnicr of U« Farm Credit t^dBlatratUa. ant«'> UiMtsr af Ifrlatltan 
haa amfarrad vltta him, ttu Daan sf tte CaUafa sf l''rlavlti« at OiasiB SUta 
Dnlnrai^ liaa eouiaaUad wltfa Mb — both bcU( nbaflM with imaatlatKit<«r na- 
pOBiaa. Tram Bliat v* baar not ana tba Uth DlatrLct Fan Ctadlt Board aad tha 
am oftteara of tba Fnlaial IntsraadUta Cndlt Back an baisf oonaaltwl or atan bal» 
In ftiaad of wbat lU'a Intastiaag an. What aort of orianlaatlan baa tba Fan C,adlt 
jUUfllatratlai bMcK, m uk in tba flald? Oir Tiw ia ttat it baa tnmad ita basic 

to Bgrleoltur* It Baw a^baira. aaab crltlcin la contrary to ^ inatlsetln aaBM 
of loyalty to thoaa irltb abaa I *■ uioeutad, tiut In ^ Ui yatit of aanrloa Id Uh 
Fan Cndlt SrataB ar aUagtmo* au to tba ^aUm. la tha noon) of i^ atrrlea aUl 
•bea, I Ba*ar ban* baittatad to lalaa ^ nlea te dafaod tba prioeiplsa on ablab tba 
run Cradit ^tMaa aaa fooidad. 

Fnrtbar lllaatntlDc tba IdoIe of laadarablp Is tha Fata Cndlt Sntaa, I alt* 
tba pbaiuaaDDB of a naa stjaniaation Jnat nm organiiad ta nptasaat tha aoiqiantiTa 

than la HiEb aopport for tbla aai affort to npnaant tta 'frMg roota* Id Raablnftn. 
but I nat laiaa tba quaatlKi aa to at^ tba CdhboII la naoaaaair ^hb ■• aliaa^ ban 
tba faUealif nataott of rapnaaotatlae in plaoai 

CI} Our loofnanan aod Sanatan wtaa baia >lnr> baan napooalaa to oa. 

(Z) n* hdanl Fbn Ctadlt Board, m^ op of paopla a 
oanai^aan Id tba 12 Faim Cradit Dlitrlata. 
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(]} A Ooianiar tajipoaHlj InfDiwl ud qukllAad to apuk Air Ua ^IM. 
{Ii) 1 DUtrlot ud Natloul FivdnctlOB Crtdlt Adrlaoiy CcMlttH aadi np ef 

dlnston at Kkm. 
(5) 1 DUtrlat aul Natland F>d*i«l l«ld B«nk k^ocUtion ki-rltrr CSHilttM 
■■da iqi dt dlnston of hdanj. Lud B*nk ItMaUUan*. 
ir UiU npnmiUtloo ii not nittiglwit, 11 »tt* W ■■ tta* i/itM i]Hdi ta do * 
brttsr Job of aolKtinc iu npngcDtoUm. i« It ta, Ua ran Cndlt Caunoll ud 
Its fU will pnTlda ja«t uotlar qnCa or nwdblocks to dHl wlUi In istcinc crsM 
root* Ttsn ttirai(h to Congnss. I would UJcs to tblBk ■« ban ■ Oancnor sspibla of 
mpnswtlnc tJs arttu ud tba fuasn, nnsbsn ud flshsnsn to wboa hs ij nspooilbla 
la Um fiDol usljrsK, 

I will SD^urlH ^r ststooant oa this nrj Eoaploi iDbJsat ■• foUowsi 
1, T)M tlnuiaUl titustion Is *criaultu» li w srltlosl u at taj tlM alsea tta* 

Mpnaalon ot tba 1930' s. 
!. Prognaa for sbort-tfm •crlsultunl cndlt of tba Pnduotlan Cndlt/and Faiwara 

HoBB Adaljilatrotlon art not woiUng as Intaudad t^ Coognas* 
3* nia pnblaBB of a^rloultaiv and tba ooBHrolal fiablng Induatz^ staa tnm adTsraa 
SBODaBlo sandltlBBB affoetli^ agTlaultnTal aaitata, fma sm>-bBUdliic tba 
eoBiBRlal flahlng flaata tIm nusiTa Production Cndlt flnamlnf and otbar ]iiii|.iaai 
of tba fadaral gDYannant and fna natliaiwinfluaiiaad naonna ndactlns. Ibar da 
nat sta fi«s l*ok of affort, lack of abiUtr, nor diabooaatr or Irnvsnalbllltr of 
tba produsan. 
li. Dlaaatlafaetlon and mmat at tba praducar laial la rafant siar tba adalBlatratlai 

of tba Fan Cndlt likmiatntlan. 
$. DaaplU olalH to tba contnij, eutrallaatioi of ponr and anttaoAV iBlOiUlMta 

6. Tba Fan Cndlt Ualniatntloa vpaan ta fallow a sauna af aotlsD tntepa^ant at 

CongroBslonal and axocutlva dajsrtaant policlaa J 
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u* tor pnomttOD of tba Inttltatleii* eC Un ftttm ntlar tlu itUmij et 

coDBtnjotiiv ondlt a^rwiowt t9 Agrleultura. 

T. TlK nfusd st tin Ooongr oF %tm Fan Ciwllt IdalnlitnttOB to bm Uw »*d1t1b( 

Amd HithorlHd by Ccia(t*H li ■ dcnllcttai af datj. 

B. TImI;, approprUM Mtion on afftnitln pngnaa arttlokUog, iB U* Halil 1* nort 

fBitbeoBliic Ina lU, nor !■ •Itliir iMdanUp er InBoTCtlon nldaiit >t ■ tlaa itea 

nlntioBi ta iBuaiTa prabliBa BJit bfl found. Ttaara la llttl# fHuinduiaa la Ub pa<— rt. 

IsadinMp of *)■ Fua Cndlt litilntitntisa. 

9. Hlfh InUnit nUi u* ■ alcnlflouit fwtor pnwtlni «caaBlc •nrrlnl n tin h: 
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Aiijtust IS, 19(1 
Conald E. HilkinMn. rovemar 
Fan Credit Mainittrarini 
490 L'Riifmt I'laii liiit. S.H. 
Hiihintton, P. C. MSTI 

Dear Coventor: 

Ttte bojrJ of illreclari or the Fan> Credit Bnnlii i>r Kicriiiiiento, at Ita Dili 
Tfcrinii, ci(iiviscJ iniirrasins concern ulih lliu ri|i,iinh'il rain of the Fan 
A^iiilitrjttan in iU|«rvlsliin of nnwroui b.nii)i Iidh ium jiiid/or Inercaili 
for rc|urli and m:ard». Ihe Fara Credit At of 'tH Kimlated tiecenlrali 
bihI ■lt^wu|;h iMi mt liniitnl / foliouvd in die iid.MHpwnl yean, iBit n 
|ililloiO[ili)' upiiuan to have cluniicd di-aKitlcal y to u loiture at ceniralii 



sitics III WW of tl<o Ji 
the present Envinxwent 


siricts. it ii our ft-ciiiu 
m strengthen Itt positiiin. 


; tltit IW is Cii|.italiiinEon 
tuHl'wc feci ITA is eoini 


Tlie trnillltoniil role of 
tinanciat record* Juid tw 
supervision including li 
and KirlLVI ng, dnta pfOi.' 
lefal liCtivi ios, S/sicn 
)>roviiJ(ii» tlwy relai 
i'ana Croii Systca iiwI 
Vien tliii Hi a usurp t Jo 
fur beyond Miat was «ver 


KA 1(1% i»Mi one of i.'<»iiii 
edit .icI vl lot. Ibxi-ver, 

rsAin)! associntinn lovii-x 
ulilc stniciure, iniemm w 

In <.-vn]uition n bnaiik ii 

intemlcd for the iiraicctii 


UK llMi kHik*- nwl associations' 
we Mc a limadcned scope of 
u vity, THiiilic relations 
pinHrniiH, iurtnHer irunseresslons, 
i.il services, association lirUw 
ft o Interest iwijo of the 

Il responsibility wliich pus 
m uf the |iubHclnl<.re.tr 


Hi! love rrei|uciiil)i writt 


CII nnd visitcil with yuu, c> 


ijiifssln^ our loncemi and 



m-essary. A& ri:Hi|i|irs, in iOID and 1911 the 
Sacriimcnto llistrlct Ibani of i)irci;lars revinucj :m] .liscu^'svJ eiienslvaly an m 
ruiiuesc tonL-BmiiiK dela cd iwrMmnul iviKirls. Ml' fr llic lieiiertls gained tlitough 
the lanan resources icina|,-cnmt rc|,-iil4i lions uli ch cliaiiiiated Diiinr reiuninl require- 
rents uxild be sulisiantlalljr defpHieJ C vo cMb.irkfd on a neu rc|«Ttini piegraa 
requirint slEnificanC uuints of infoniiaiiun, and wiiicli vouid certainly eiqund » 
tine and review activities jnoErossed. 

Tlie restrictions placod on the district baniis Fur ^ui|ivrativcs relative to Inter- 

llie Hiratoriia declared 
.J fnistrated iln efforts 
let WIS talilnit to lii|>lBaient inioniailnniil services. 

In 19RZ, KA duvclnpcd aiiniiiui staiiJaril'! for llic kmks In ti association review 
prograiB. Ms Wcfe iu|l|iortivu i> KA't intent tn n-ly on the banks' review protraa. 
1 we feel tlie banks arc oore capable of carcfuilr iit>rsslnK assnclatinn perfonance. 
Me believe r-CA sliould eipect the liniiks to proviilo :iii iilijcctivc, hluh iiuality review 
lireiiraia. Ilwcvur, we also lielleve it w.is iiiiieLi>^>,<iy for Ti'A to dictate the 
organ liationo tnicturu of lunk in onler In ignain H'A n[<|in(al nf [he bank's 
review iitDgraa. Ihe L.-ind Hunk voiced its object inn In this or){anltatianal Issue, 
TMiiilritig iiuk'penJcnce, so far id Ml avail. 

In I9II ICA Issued a IMcml Board [ositlon |i:i|*r i-ejt-inliiii! tlie ^staa public 

relations and naikcting efforts. Hculnning in itIR/, tl'A's cjiiuil Italian Included 
41 scud/ and evaluatiuiiuf district inlicies, wiillcn pnuPikircj, Ji* rict Coordin** 
lion, advcriislnj[, iiml ]i-)jlsla[ tvc .iffaln. Tn liiis [vinl Ihe ci.-unl rut ions liavo 
' been lailior mi\ic f iclal ; liiiwi:n.'r, ilie pniccss I'nriics w th the gutLiiiial far 
FCA invo veaient and control in aatters outside tlie traditional fraacMirk of 
credit -n la ted activities. 

IMo other areas that indicitc fiittlier Intrusion inio llio activities of Ihe Fsra 
Credit Sytica [li.il, in our opinion, are beyond [lie lulc of i^X ai Intended by 
Qxigress are "jttuctiiro" and "iwigo". To coin l mil I y and increasin|[ly eiert 
pressure u|ion Uie Syslcn lo Mwni its stiucluii- liardly secas to be uti appraprlat* 
role of a govenucnl agency. Il brings parlicular civicem when done kt ■ tW 



Digitized byGOOgle 



raoonnr UdimIJ E. Hilkin 
AiiK'iiI 2S, 1911 

uhcn lie System is ci|irtli 
voluiu, >ikI oilier |>nili]ci> 
for dUit/ citiilayccs nnJ bo 

Tic oilier arc3 -- "1iki|1c" -- Is also qiKntlonnlilc. tint .Sjrslca has ilmoiistrucd 
Its cunttni over lis aag/i for ■»■<)' yeiiT%, nint Ims .ilm pii tiirc >MM-.i>rv« to 
jmiirove it. Ibucvor, ItLt's mcent laiitioii |m]vi im the ikku of (he Nni Credit 
Syicem re|uir» ilistricls ta br ii£ nl«iii joliil |>4>li(' ;iihI nnilier rclaliaiis 
proiimas, Joint iiu(itiiIion:il xlvuritslnit, iiwl i»|iinl llie ^7-luink |(ihl k relations 
rn>i;maK. Vw: ultiatitp is fur IX'A ID Toiii a (.iHailttu iii ihwuloiia unlDeil 
co[]ionit« iilcntinciitlan proKriM. 

rnwL-i' ikila in 11^. HU ilii mt •■kmIihi llX's ncoil for 

_ .1 :ill|H.'nrix.iry .-iiiJeiiiBiiiiiliiKi ufCart*. Nc are coiicunicd, 

luwvDr, wiih [In Jiiii] iL-.-itinii miJ tuVkil i'D'O r-ir iMrAinro, noriwiro, anil scarr W 
itere and pniccss tKo tui|i*:iteJ 7<J ilari elcarnii Tiir All l-aml Rafdi loaiis closed 
hvi;innin£ in lOIZ when dur iiJ iDMl data pnxMSiiiK cunler can, ami has, pnividtd 
tlicsc rt|iorC» as rci)iiD:lli:J hy HH, and at no ilLTrni-. l\ irllieniii 
conc emeJ ujiQui. g farench of the confiilentialit ' ' ' ' 

Ai refill mo ly nml supervisory ajicnLY It wns ncv.T InicnJcil iliai ICA eiier "rim 
Itie Srilvn". HIA ij not j.tograiiliitaM)' loian.->i ii> iki tliat, Mr Joes it have [lie 

over llie SfUcm ihoiiIJ U: loiHuiJ- t>ur (nmvr-nMM-'l unJ o)>rratcd Sysun slnulj b» 
—sei-vcJ and not taken over br a tiovciin.'iit iHiri^mcriiL-y. tCA li ncEiluii, certainl; 

>r pcrvi-|-iiun uf n.!A s nile, as evldcncad in 

Itiii, xc dn not want to he ncj^l ivei iKuwrr, m* >k> fii-l tint we are at a croM- 
luads, iml it Is lime Ibar iIhi nxiers of tliis Mv,rnii niHt A'C <Il' ■hIio i tnlnji to 
iiin ihi: ,'iyst™. Wi I l« iliu l'.niii.-ii iiiul niinU-is >^a> umi jii»t opor-iie the 
Syiiiw. <ir will M> ,'illiiu an )ii>lr|vnli;nl pjwunwTni iip-wy, lotalV rix'dnl h/ the 
Ijuriiiwer-iioiiliors of tlu l-aina Creilit Systca, lo .li- late (o iltit Sysimi* 

He are nai tuwlmiriil of lie mimI Tor a slrani; I'jrB i:n.-dll Abiiiiirralion ollh 

iln |Owr ami ilic ji.illiorili' t" »nsiirc th,il llit |nrluii-s nnd iair|nsc of tlic (ImErms 

lare vii.-oiDUJly |»r«ii2d ami fulflllul. 1lw lamCnilil At:l certainly provlilci 

Ilils lower aiHl auilurlty. Ibyevvr, He fi-i-1 lli.il iIk- dniifclcncil scojic of supcrvliion 

gues far beyond tlw intunl of CoRKres* and at least m is district My re act 

atronijly enouBh to jursua [:onEressionaI rcuBtlirii if |iisheil to tliaC lolnt. 

It would be our linie ilul tin t^tera Ibaid, lui^cllicr with you and rour ita(f 
niuld rccvuliBite iIb i:nl ccttve Va activities -uVur Ibe past tlirce years and ro- 
Ihink the praitiiod uctiuns tha lend to »hil't I'oniTol «f (hii Syslen to tttshinEton. 
Taken iihliviJunlly, the effvct Is of (tie coiuusiiHiH-e, but collect Ively, these 
attiuni boLime iiitalcrnl>lo. tl is roiiic lliat tt'A is inkini; Ibis stance at a iIk 
Uien dpceiitral lat On iaul ilerceulntion are tey -nhjKiivcs for our mjor co^wcliors, 
tlai coiMurciil luiiks aixl Kiny miior rinunci-il cnliHrs nxulaled by udveriwcnt 
.iKcncies. tM scniinji a copy of this leller tn unb Jlstric 1'an Credit Doird 
cliaiiKui with [In 1n|« lia hc can disoMS this al the HiIliHial Directors 
Uinfei'enco. tfc Miuld a|<t>rcclate ■ response and .icttiin at yimr earliest o 



1 I. lAins, l>Ltidicr 
cnil Far« Credit Boant 



lltainian (luiiKin, ILvh llistrtct Fan Credit BunI 
Board □iniiacin, l.iili |ii?>trlct Piesldcnti Omlttee 

Jiilin M. HiII^-HS, (Imi. (i-ntral Bunk for Co-ops B 
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Bamzt of Director! of th* 
T (WPCA) wni r^moveii hy 
: 10. 1993, under 



rship ■> caulA i 



> Board of the hfca 



Che territory lervert; as proviiled by appliesbl« 



3. That WPCA will not b> plaee'1 In vnluntary liqui 
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• of WPCA who tnniftr thi 
K»di from thair WPCA B t 



B itock radtniption crsdilt on V 



4. Th* Covarnor ot tha Farir Cradit Admin lit ration will r«>»l FCA*( 
racant action aiBInding Iha tarrilory of Cantril Origon Production 
Cradit Alloc III ion lo includa tha tarritory which ii praiantly 
larvad by WPCA and will be terved by Iha naw PCA. 

5. FICB will appoint I liquidating agant and WPCA will ba liquidatad 






lain th* < 

ovida ths WPCA Be. 

ogroii of tha liquidatl 
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STkTEHENT OF BOARD OF DIHECTORS REGARDING FACTORS LEADING TO 
VOLUNTART LIQUIDATION 



significant faa 



be docjiKented by a 
OenefU of this In 



causes of its failure. Patronage, fiscal policy, capltaliiation, earnings, 
member and public relations, competitive position — all of these factors 
measured up strongly In the association. 

The causes of Willamette's loan losses wore several. 

t. General economic conditions of the recession and particularly 
those in agriculture, the price of peppermint oil — for four years in 1980, 

short-fall In payout of a leading cooperative — Agripac — with payouts to 
grouers runninc 18 months behind and at levels below TS percent of the cash 
market price, high interest rales both In the market place and In the 
production credit system, the impact of the housing Industry sloudoun on 
both nursery product sales and grass seeds. 

2, The chaos in the commercial fishing industry brought about by 
dlsappearonee of the fishing resources in nany instances from both unknown 
(El Nino reasons and from overotiliiation, by the overBuilding of the 
fi5hiT>g fleet uitn the aid of lll-inforned and unbridled ^ndera by 
overharvestlng of fishing resources beyond the ability of markets to handle 

by precipitous liquidation of the fishing fleet by creditors which brought 
about n collapse of all normal values in the industry It is tin 
Ulllanette PCA Board's view that much of the respgnslbllity for this 
debacle must be laid at the doorstep of the Farm Credit Administratldn, and 
apeciflcBlly. the Production Credit Systeo vhich did not provide any sound 
economic data on which ta develo]. i financing policy, and thus left PCAs to 
their own devices in un coord in ated programs. In fact, the record shows 
clearly that in the 12th Farp -Credit District optimism ran to the lyrical 

lioit to the 200-nIle line. The result was that even with a reasonably 
oonservatlve policy in Willanette PCA It suffered heavy losses In its 
aquatic loan business as did the Southern Oregon and Pucet Sound PCAs which 
ware liquidated by FCA in 1983. 

3. A 19S3 accounting change by the Fam Credit Administration on 

loans with partial cliarge-offs struck tne fatal blow. This change required 

the total, the entire loan be transferred from an earning aaset to a 
froa t 
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pay the full Intert 
Credit Bank. This rulii 



the Fedaral IntcriKedUt 
the FCAK With as Bucr 
category tlirough Inplen 
Ulllanette yas Inedlat 



■led th* 

ig adversely levereeed loss loa 

nlgher interest rates to all 

Bike up the ahort-ra 1> forcl 

lit supervisory neaaures again 
t BanK which 



12.5 nlllton at a t 

5. Tha dlatrl 
Bank for 1983 "s I 
19B1. This refleet 
disposing of Its Ill-fat 



1 25X of Its loan aasets placed i' 
tation of this new aceountlng prot 
f placed In » desperate position. 

<9S<I, change In interest colleotlon F 
redit Bank accelerated collection of 
an average of five nonths to tuc 
c the association's loanable fur 
3uld least afford It. 

m of earnings of tha Federal Interna 
Ml to t1,35a,S«6 in 19B2 
.000 loiE taken by tfie FICB 



Intaraedlata 



collection 

isociation by 
Ig preaaured bj 



nonths. The 



1983 1 



p ulth UillaMtte I 
r this substantial 
itlng position (disregarding adjustaents to 



idditiona 
I n the 

Idaho PCAs as 
Roiardlasa 

lone reduced 



6. The Farm Cred 
It took over Wlllamett 
association's standing i 
its better loans 
froB borroHors with i 



Adninlstratlon action of August 10, 19B3. In iriiich 

t PCA resulted in widespread deterioration of the 
began a dlaslpation of both its personnel and 
'ontlnued to this date. The cutting off of funds 
idjdng comDttoents on October 6, 19B3 destroyed 
eiiiAin ng creaibillty and generated widespread 



T. Although the r 
ordered by U.S. Dist 
widely applauded by 
comereial fishing 1 
of uncertainties as 

J^dmlnls ration then 
by the FICB. The re 
three nonths thus fa 
teao together and go 



ion of the Board of Directors to authority 
e Owen H. Panner on October 26, 19S3 was 
c and particularly Che agrleLltural and 



juld r 



smage t 



1983 takeover. Efforts at an early resolution of thla 
iited within a mak by the Federal Intermediate Credit 
r Deoenbar ji, 1983 but the Fsmi Credit 
ted upon naking the audit originally contemplated 
uaa ■ ponderous operation that has taken over 
d that after a one>aonth delay while it got Ita 
an the Job. Nothing could be aeoonplished to 
n during this period, and thus, loss of both 
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I fcai that a tremendously successful entity createcT Dy the 
collective wisOosi of Congressional leaders, reinforced by the 
actions of Congress over the decades, is In serious jeopardy. The 
problem, nhich is very complex, perhaps can most be sinply defined 
as one of accountability or the lack thereof. To Illustrate my 
concerns, a brief recap of the legal battle mill prove helpful. 

Approximately one year ago the Federal Intermediate Credit 
Sank of Spokane, Washington ("FICB") conducted an audit of the HPCfl 
shooing losses of SZ.6 million. This audit was a routine FICB audit 
n accordance ■! th standard procedures. Approximately 
;ee nonths later a special audit »as conducted by the FCA unich 
icluded that the losses for the WPCft were $8.9 mUlIon. The basis 
: this conclusion was not revealed to the Board of Directors nor 
! staff of the MPCA. It Has in effect a secret audit. Based upon 
Is audit, the FCA concluded that the HPCA was Insolvent. Prior to 
it, the President of the UPCA, Fred Boyer, was forced Into early 
:Irement, the current euphuisn for being fired. At the conclusion 
the audit, the Board of Directors' powers were suspended. The 
ioclatlon was left virtually leaderless. Plans were made by the 
FCA Co liquidate the Association. The directors met with the former 
Association President Phil Brandt and voiced their concerns about 
FCA activities. Attempts were nade to discuss the natter with 
FCA and the FICB which were fruitless. The bureaucratic 
standard line was that the FCA was merely following procedures. 
They indicated that they had no discretion whatsoever. 
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PREPARED HEMWKS 

I tiave been privileged over the last nine months to have 
lepresented the Board of Directors of the willaneCte Production 
Credit Association (-MCPA-) In a United States Tederat District 

Farm Credit Adalnlstration anong others. 

I say that I have been privileged to represent these 
directors because they persoriify the character and dedication or the 
•any faraers and ranchers who have built the Farm Credit System 
beginning in the trough or the great depiesslon Into the great 
institution it ts today. These farners serve as directors aC great 
personal sacrifice. They are dedicated to the tradition of a farner 
controlled and operated credit organization for the benefit of the 
entire agricultural comaunlty. There ate no personal financial 
Incentives to motivate their service. Only their dedication to the 
■elfara of the agricultural comnunlty ootivates then. In ay opinion 
they are truly classic exanples of responsibly functioning meiAers 
of a democracy. 

It ts prtSably no coincidence that I ended up representing 
these Hen In their recent struggle against the Fern Cradit 
Administration CFCA-). My father was the President of the NPCA 
from 193S until he retired In 19S0. Over those years I have groHn 

between the NPCA and the FCA as well as the prcOlerns between other 
Production Credit Associations and the FCA cause me great concern. 
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I fear that a tresodously successful ontlty created by the 
collective ulsOom of Congressional leaders, reinforced by the 
actions of Congress over the decades, Is In serious Jeopardy. The 
protJietfi, mhlch is vecy complex, perhaps can most be simply defined 
as one of accountability or the lack thereof. To Illustrate my 

Approximately one year ago the Federal Intermediate Credit 
eank of Spokane, Mashington ("FICB") conducted an audit of the HPCn 
showing losses of S2.6 aillton. This audit was a routine FICB audit 

ttiree months later a special auOlt was conducted by the FCA which 
concluded that the losses for the WPCA were SB. 9 million. The basis 
his conclusion was not revealed to the Board of Directors nor 
taff of the HPCA. It was In effect a secret audit. Based upon 
:hls audit, the FCA concluded that the WPCA was Insolvent. Prior to 
, the President of the HPCA, Fled fioyer, was forcad Into eirly 
-ement, the current euphuism for being fired. At the conclusion 
ie audit, the Board of Directors' powers were suspended. The 
;iatlon was left virtually leaderless. Plans were made by the 
FCA to liquidate the Association. The directors met with the former 
relation President Phil Brandt and voiced their concerns about 
FCA activities. Attempts were nade to discuss the natter with 
FCA and the FICB which were fruitless. The bureaucratic 
standard line was that the FCA was merely following procedures. 
Thay Indicated that they had no discretion whatsoever. 
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If consideration was given to the impact of this proposed 
liquidation of a 50 year old credit association upon the local 
agricultural conmunlty, it xas never revealed to this Board of 
Directors nor aas It apparent to the agricultural community. The 

shareholders as "ell as to the PCA in general, retained my law flr« 
to represent them in an action to obtain Injunctive relief against 
the proposed liquidation of the association. This action was 
self- financed by the directors and by a contribution campaign from 
the nerahership. Contributions of J25 per shareholder were solicited 
and approximately %6,oaa *as raised. The support for the directors 
of the association was overnhelmlng. 

My office filed a complaint in Federal District Court on 
Thursday, SeptemBet 22, 1981, The first court appearance was 
October 5, 19B3. On that date Federal District Judge Owen Pmner 
temporarily restrained the FCA and riCB from placing the MPCA tn 
liquidation for tva nore days. On the Trlday following the initial 
restraining order, the Judge, after hearing argument and reviewing 
affidavits, continued the restraining order. {See Exhibit "A", 
OctoUer 12, lSfl3 Opinion and Order.) This action by the court 
greatly disturbed the FCA. As a retalitory measure, funds were 
Inaediately cut off by tne FICB to the kpca. The net effect of this 

relying on outstanding loan commit men ts and were In the middle of 
the harvest season. This action was taken In the face of 
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was eKeited on the dlrsctors of C 
so that the hardships could be )1 
the character of those directors 
resolve in the face of these coei 
Opinion of November 3, 1963, made this 
DeTendants ' action: 



i WPCA to roll over and play dead 
tvlaCed. It is a great credit to 
lat they did not yield in their 
Lve tactics. Judge Fanner, In his 



■.n cut-off of previously committed loan 
' an Inexcusable (and unsuccessful} effort 
irt Into approving an Improper audit by 



inlnstlon of nitnesse 



t proc 



! to t 



atte«pt to get the parties to come to some resolution which would t 
In the best Intsrests of the system. The FCA wes totally 
unyielding. In response to the Judge's order that the parties 
develop settlement proposals, the directors developed a compromise 
platform Hhlch would have at least alleviated the hardships on the 



The FCA refused to negotiate. 

After considerable testimony was taken. 



apparent that the special audi 
in a manner violative of Its c 
basis In sound accounting prac 
arbitrarily reduced land colla 
failed to consider what is rec 



Quia 



: facte 



conducted by the FCA was conduct 
n regulation. Its conclusions ha 
Ices not in reality. The auditor 
eral values dramatically. They h 
ted in the statute and in their a 
Importance, specifically the 
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the past foui years, had lent nearly SI btllton In Its nistoiy vlth 
losses of lass than SI HilllDn. Vet the FCA In aany of its loan 
evaluation decisions inferrec) Chat the bonoaets could not be 

On Wvwibei ), 19S}, Judge Pannet, In a strongly worded 
Opinion (Exhibit "B") tulad that the June audit Ms invalid and 
reinstated the diractors to thelt rightful positions as a Board of 
Directors. The case was then set for trial In aid-Novenber. 
However, in WveBbei, 19S3, the FICB and the HPCA net and arrived at 
an interim settlenent which resulted In the freeing of funds to 
honor commltasnts and the continued operation of the MPCA pending a 
new audit. The FCA would not participate in thase neootlations but 
Instead took a passive position. The terms of that interi* 
settlement agreement have been furnished to the committee. (Exhibit 
"C-) 

The FiCB-PCn plan provided for a new audit to be conducted 
by the FICB and to be completed by Dscamber 31, 1963. Soma two 
weeks after preliminary work on this audit was begun by tha FICB, 
the FCA announced it would do the audit. It was November 2i, 1983, 
before any action began, and It was not until mid-March, I9SA, 
before the FCA completed the audit on the HPCA-s office and returned 
to Washington, O.C. The final report has yat to be received (Hay 1, 
1984). In the meantlM the association's status has been In limbo, 
its books still reflecting the results of the audit invalidated by 
the Federal Judge, its Etoch value in such question that all stock 
transactions have been frozen, its tiitlity to make loans to other 
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tftan current, sound stockholflets suspended by the action of tha FCA, 
and Its reputation as a sound, viable financial Institution eroding 
daily because of continuing uncertainty as to Its future. 

the directors and officers of the WPCfl the chance to provide their 
input to the FCA eiamlners. Throughout this palnstaUfng audit, many 
of the previous FCA conclusions have Been proven wrong. One loan, 
for example, a tl .5 nillion charge off by FCA estimate, «as fully 

paid off the HPCA. 

The prc«>le«, however, is that the impact of this legal 
struggle and the uncertainty caused thereby has resulted in the 
wPCfl's losing a large nurifcer of Its Class 1 borrowers. This 
reduction in Class I loan volune together with the other problems 
which the Willamette Valley has suffered during the recant recession 
has resulted In a self-fulfilling prophecy for the FCA. nhat they 
failed to accomplish through unlawful means, they have accomplished 
successfully through natural attrition. The association has been so 
weakened that the directors have concluded tentatively that it is no 

directors, working with the FiCB, developed a proposal to place the 

that an orderly liquidation of problem loans could be accomplished 
while at the sane time chartering a new PCA to be known as the 
western Oregon Production Credit Association to serve the old NPCA 
territory as Intended by Congress. That proposal was reached on 
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March 9, 1984, a copy oT which Is attached hereto as Exhibit "D". 
Since that tine, there has Deen no response fron the FCA. Hy 
Inquiries of Chelc counsel In Washington have proven fruitless. Ne 
no* find ourselves facing the potential of more litigation. Judge 
Panner has rescheduled the tilal date for May ]£, 1984. This will 
entail additional expense and unfavorable publicity for the Systea. 
Perhaps the nost frustrating aspect of this entire natter 
has been attempting to pry out of the FCA some rational reason for 
its actions, why should an agency irhlch Is Charged tilth 'providing 
a dependable and reliable source of credit for the nation's farners" 
turn on them in their tine of most critical need? Since they fall 
to coanunlcate with us, ne can only speculate as to an answer. What 
we do believe, however. Is that the FCA has lost Its accountability 
to its constituency, the farmer- rancher shareholders i*io own the 

In the Farm Credit Act of I93J Congress appropriated 
1130,000,000 to organize, capitalize, and supervise the Production 
Credit System. All of that money has been paid back to the United 
States Treasury. Congress, In Its wisdom, as evidenced by 
subsequent amendaents to the Farm Credit Act has continually h«ld 
mast of that money in reserve end made It available to the Governor 
of the Farm Credit System for reinvestment, if necessary. Congress 
has even suggested that if the credit needs of the system increase, 
it would appropriate additional funds. Remeober, these farmers are 
not asking for charity, rather for reinvestment. They have proven 
to be reliable and dependable borrowers with an admirable repayment 
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history. It aas admitted by the chief FCA eiaxlner, that these have 
been the most difficult four years for agriculture since the great 
depression. Mhy then Hill not Che Governor of ram Credit utilize 
ceadlly available funds for reinvestment In the system as clearly 
Intended by Congress in order that the intent of Congress can be 
naintained, apecirically the provision of reliable and dependable 
credit so that our nation's farmers and In this Instance, farmers in 
the HillaBette Valley, might have B Sound and reliable source of 
credit? Ne did not get to that issue in the lansult and it Is, of 
course, difficult for a Federal Judge to compel an agency official 
to perfoiB a discretionary act, especially xhen it Involves the 
Investing of money. (Title IV, Part A, Section 4.0 and 4.1, Farm 
Credit Act of 1971, as amended.) He have never received an answer 
from Far* Credit as to ahy they will not invest sufficient finds in 
the capital stock of the WPCA to enable it to continue to serve its 
area's farmers. We can only speculate that the reason for not doing 
so Is that since the FCA is, as of the time its mertiership has 
repaid all of the governaent capital, noH wholly farmer owned, the 
FCA Is reluctant to lose its status as an independent agency which 
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the isasons, they aie obviously iBpioper. Congress clearly latended 
tr>at this fund be used. (See Heaorandun, Enhlblt 'E' heceto.) 
The unrest wltnin the systen continues to mount. The 
nation's faimers aUl flgnt Toi their farins and their right to 
operate then. Faiaeis nave Matched on PCA's In Kansas. In Ohio a 
%6 billion la-sult has been filed against the orficlals of the FCA. 
A copy of that pleading is attached hereto as Exhibit 'F". 
Movements have been organized to restore accountability, (See 
Exhibit "G" hereto.) The systen Is no longer pulling together. The 
tiae for accountability has coae. The courts have only Halted 
power. It Is clearly incumbent upon Congress to take appropriate 
action to Insure that the officials of the FCA becoae account 
their constituency and return the operation of the agency to 
ultimate control of Its shareholders under the careful supervtslc 
of Congress so that once again It nay be operated conslsten 
Congress's clear Intent as restated Many tines over the past fifty 

RECOMMENDATIONS: 

1. That the revolving fund be utilized and that aome 
foraula or guidelines for autoaatic impleaentatlon of that fund be 
developed which contols the discretion claimed by the Governor or 
the FCA. At a minimum, that foraal hearings be held to consider 
utilization of the fund. 

2. A method of accountability to the aenfters of Congress 
for the developaent and laplementatlon of policy consistent with the 
Intent of Congress as clearly OKpressed in the Act, to include 
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«nnoal policy statement and state of affair* of the MXberstilp. 

3. An independent auditing division for the Farn Credit 
AOnlnistTstlon v^lch woulQ operate totally separate from the 
adnlnistratlve divisions of the FCA and would not be subject to the 
Influence of the Governor of Farm Credit. This recoMendation was 
previously Bade Dy the general accounting office in a report, 8 copy 
af Bhlch is attached hereto as Exhibit "G". 

4. A method or neans by nhich the fCA is accountable 
directly to Its iieaber borrowers without their having to voice theli 
grievances through the bureaucratic chain of command. This 
"ombudsman" or direct glrevance system would be available to me«*er 
borrowers after they had exhausted remedies available to the* within 
the arganliatlon and would include specific right of legal redress 
in the Federal District Courts. 

FERDER, OGDAHL i, BRANDT 



HII^IAK D. BRANDT 

OSB No. 72036 

Of Attorneys for KPCA 

570 Liberty Street S.E., Suite 240 

SaleiP, OR 97301 

Phone: (503)585-9197 
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TeSTIHOHT OF COtWRESSMAH BTROM L. DORCAH 



NORTH DAKOTA 



COMMITTEE ON ACRICULTURE 



SUBCOMHITTEE ON CONSERVATION. CREDIT. AND RURAL DEVELOFHEHT 



Hr. Chairman, I ■•Icoae the opportunlcy to talk vlch the SubcoMilltee on 
the pioblcm at fan credit. 

And there li no quaetlon that credit li ■ probliB. A nunber of fata 
organliaclona and obsarvers In By state of North Dakota — tha ramara Ihiton, 
the Fern Buraau, tha Hhaat Froducara. IndepaodaBC bankara — agraa that 
farmers are having more difficulty getting loans to go into the flalda this 
spring than they have had to tuny years. A faw nodMrs balp ootllna Just how 
severe the problen Is: 

4,000 farmara heve Rone out of buslnaaa In Borth Dakota dating 
1978-1982, the laat A years for which statistics are available. Thoaa 4,000 

o Land values are falling aharply, leaving many far^ra without 
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The taraere Ho«« Ad»liil 



•«tlon 1« lnund»t«J irlth loaa appllcatlona, 
tarda 1 banks. 
Th« North 



aa borrowers uho no longer qualify Eor operating laana with ci 

PCAa or Land Banka, tum Co FbHA as tha lander of laat raaoTt. 

Dakota FaHA has already lent aorc Bonay for operating loana this yaai than It 

did for all of laat year. 

o Co^urclal banka are asylng "no" to landers wire often thla spring, at 
the urging of the FDIC and state axaBlnera, bacausa. even If the collateral la 
there, bankers look at the amrket and don't aee a profit nargln — not In 
nheat. not In suntlonerB, and not In cattle. 

Bacently Secretary of Treasury Donald Kegan was asked about the Aaerlcan 
fara problem end he Bald "Faraera are victims of their own greed." The 

Secretary of the Treasury was pointing to the exception In order to 

A. 
denonstrate «tR rule, uhlch T think Is a disservice to a lot of struggling 
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e January. 1984 Federal Keserva Bulletin , 
has renalned positive. He cautions, however, 
verall fam financial conditions nask highly 
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on developing farm credit that Is available for family 

Id like to encourage the Credit SubcoHtctea to conalder developing 
making available operating loans through the Farmers Home 
family farmers uho cannot find credit elseuheie. Today the 

!source rate. The regular rate is still too high for many 
< race Is not made available to enough 
look at developing a plan that would provide 
on a flexible Interest rate. FmHA would peg 
le fa roe rs'^'ne Id 'during that crop year. 
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Kt. ChalnuDi I uuit to encouiiga thti coBBltta* to find aooe oav 
appToachas to making available opeTatlng ctedlt to fiHlly fanera. Fan 
a vei; risky vantura. Glvan tha volatility oE fara pdcca and lnt( 
In recent yesra, It'a not aurprlslng that ao nany family faiaera 
off tha land. We muat develop a farm program that attempca to g: 
these family farsera a tlgMlng chance to survive. We Buat dtvelop a program 
that providea for better Earm prices. We muat be mora aggreaalve In finding 
overaeaa markets for our farm producta. He Buat vrlt* a farm program that 
will tATRei major benaflts to the family prodacar. and finally, ua muat 
develop a system of credit Chat recognizes the legitimate needa of family 
fsmers and targets that credit to thoae who need It moat. 
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Hatlonal Aaaoclaclon of Fan Dcbcori 
601 BMchviau Dilvc 
St. SlMiw lalaod, CeoTgla 31511 
(912) 63S-3603 and 638-6460 

ANAIOHI OF A CRISIS 

The Dacllna of Che Fanlly Farm 

Preaent day America has a problem unique in world Uistory — an over- 
supply of food. But, this problea nay be rapidly movlnB couard a saluclon 
as rlBlng cDBta, fallluB comoDdlty prices, and bungling governnental agencies, 
such BB Che Famers Home AdalniBtraclon and the Farm Credit Service, force 
Che family farmer out of exlacance. 

Ue could be facing a future in uhlch a feu giant agrl-bualness 
type farma, in partnerahip with organized labor ganga, doailnAte and control 
all food production in Aawrica in a systea sinilar to that uhich serves 
America so veil in the Soviet Union. The problem of the future could be a 
crisia of shortages. 

Iq reaponae to thla grim potentiality. Congress enacted a aeries 
of lauB designed Co save exlaclng fama and to facilitate the entry into 
farming of more young, beginning famera who may lack some of the necessary 
knowledge and skllla. 

Among the Isue passed by Congress are: The Famera Home Adnlnlscra- 
tion Act of 1946; The Consolidated Farm and Rural Development Act of 1961; 
The ^lergency Agricultural Credit Act of 1978; and the Food and Agricultural 
Acts of 1977 and 19B1. The latter two of which contain a aecclon entitled 
United Statea Policy on Fsnily Farms. 

In sum, these laus and the national policy scacement, equate the 
continued exlatance of the Independent family fanner with Che continued 
existence of an adequate aupply of food and fiber for the American people. 

The Famera Noma Admlniatratlon la charged ulth the reaponalbllity 
of insuring family farm aurvlval and boa been equipped with an awesone array 
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of Bervlclng tools sad Boney vlch iihlch to do Uie job. Homvar, lachcr 
tlian being the solution, FsUA has been, and Is, one of [he najot piobluns. 

BacHuse uncertainty of the weather and othei factors has tisdltlonslly 
TDdde fanning a relatively high risk enterprise, nost private lenders are I 
reluctant to land to aaall, msrgtoal, beginning, or heavily Bortgaged 

The United States Congress recognized the need to service those 
famera nho were not eligible for conventional financing by creating the 
FarowTB Bone Adnlntstratlon within the D«partnenc of Agriculture in 1946. 
That act continued an involveoent with agriculture that had existed for 
Bany years. 

In its various laue and regulations. Congress aaply provided for the 

Congreas had correctly and far-slghcedly aaen that when iiany famers 
are able to survive and repay their loans, while others seen to sink farther 
and farther into debt, there la something missing in the area of fara 
nanagenent . Invarlablely, the problen steas fro 
with irfilch to acquire such essentials as irrigat 
harvesting e<]ui[»ent, or a lack of knowledge of cultlva 
OS double croping and the use of Irrigation wl 
of seed and nutrients par acre, a codiinatien of which will produce yields 
several hundred percent greater than othaiwise possible. 



planting and 
itlon techniques such 
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The FbHA «88 given the money and tlie responsibility to provide both 
of Che easentlalB Co the point thac the borrower would be able Co "graduate" 

feu famere have ev^r succaaafully nade thaC transition. 

Uhen the FnHA uas cieaCed In Che l^AO's, and for Che nexC chlrty 
years or so, Che Agency's prinsry concern uas eaeenClally as originally 
envisioned. IC conCented Itself with being Che advisor and lender of last 
resort of leUttvely bbbII sums of noney Co a small nuiiber of small borrouers 
for small houses and snail farms. 

Then, In Che mid sevencles, due to Che rising c<j9C of oil, inflation, 
Incereac raCea, over supply, and unprecedented uescher paccerns, hundreds 
of thousands of farmers who had once been stable producers suddenly fuund 
themselves virCually SCrlpped of all equity and forced to find other sources 
of money. 

was being baccered by a series of dlsaaCers, boch nsCural and nan-nade, chac 
left thousands of our farmers deeply In debt and with no place Co turn other 

In 1973, Che oil eabargo sent prices of petroleun based products 
skyrocketing, farmers, being Che largest single user of Chose products. 
Here hit harder than any other segment of the economy. This, coming on the 
heels of soaring inflaCioD, followed by Che highest interest rates in 
American history, again affected farmers more than other members of our 
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Theae man-sade dlsasteta, coupled with the worst utather patterns 
In recent years, were Ilk* triple hanawr blovs to the already fragile fara 
econcny. But, Che mirat waa yet Co cone. 

Governneotal leadara appaready decided Co reapond Co che ouc-flow 
of dollara for foreign oil by vaacly Increaaing Anerica's export of fan 
products In order to acquire the foreign exchange wlch uhlch Co pay for 
that oil. 

neceasary to llkewlae Increaae AHrlca'a production of food aCuffa. Accord- 
li>Ely> Che various organs of the govemBenC, particularly che USM and quael- 
govemmental lenders auch a* Che ?ars Credit Service, began Co exhorc fanKis 
to "plane hedgerou Co hedgerou," The Besaage drumed Into che farm comnunlty 
uaa "Ie'b your patriotic duty Co groH It so we can export It." 

Hew land was cleared and narginal lands were preaaed Into service. 
Honey to lend for expansion waa nade available in unprecedented, almost un- 
limited aaounta. The borrcwer bad aerely to sign a lien on his property, 
both real and chactla, in order to obtain the loana. 

By che mid aevcntlss, becsuae of natural diaaaters such as floods 
snd droughts, and Dao-Diads disasCera relaclve to che econonlc climate, 
chouaanda of fasLly fanwis ware falling to malie euiugh BDney to repay their 
loana on achedule. To caoiedy this, the FdHA and other lenders Juat loaned 
additional money on the false equity being created by Che rampant Inflation 
Chen raging in che economy. Much of the money loaned alncs 1977 was for 
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the purpoBe of Baking paynenca oa prevlaua loans. 

Maanwhlla, Anarlca's farmers had reBponded to the govemmencal 
dictum: eiqiand, expand, and expand again. As a resulc, for example, tiheat 
production doubled from spprotlmstely 600,O00,0QQ buahela In 1972 to over 
1,200,000,000 by 1982. 

America's export of fara products rose fron around $7,000,000,000 
In 1970 to over $i 3, 000, 000, 000 by 1980. teerlca's faraera had "ansuered 
the call" and created billions of dollars of forelen exchanBe uith which to 
buy foreign oil and thereby poaslbly averting a serious crisis in out Inter- 
national balance of psynents. 

Then In 1980, In retaliation for the Soviet Invasion of Afghanistan, 
President Carter suddenly Imposed an enbargo upon further grain sales and 
ahlpnents to the Soviet Union. Grain which was already sold and In the 
pipeline was dumped back on the domestic market causing 8n InnwdlstE plunge 
In prices and dealing a blo« to agriculture from which, famiera Inaist, It 
has not yei fully recovered. 

With the fall in axporte Co only about $15,000,000,000, the lax of 
supply and demand decreed lower prices irtiicb have generally continued to be 
farm sector falling far behind the rest of the economy 
ilnce the depths of the Great Depression of the 1930's. 
:raaaln8 coata, coupled with ever decreasing returns, 
itic foreign policy, interpersed ulch alternating floods 
rested an unprecedented emergency on the nation's farns. 
HoBe Administration, having been created as the nain 
veen Che stricken family farmer and certain extinction, 
:lon. Congreae handed the PmHA a blank check uith one 
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simple conmand: Save our family farms. 

The history of FmHA's response to chat mandate would make an excellsnl 
tescbook study of hou not to do your job. 

The number of applicants turned froa a trickle of thousands into a 
olghty flood of hundreds of thouaanda. The amount of noney being loaned 
and serviced uent ftoii a feu hundred millions to over seventy billions. The 
nijid>er and complexity of programs being admlolatered uaa increased at tease 
five-fold, ye£ the PgJlA atteapted to "nake do" ulth virtually the same 
Dunbar of staff which had eufflcad in fomer, oore placid, times. Later, as 
the FaUA wss foreclosing 190a thousands of fanily fama, it could use the 
excuse that there were too many dlaasters and they were ao short handed, 
uhile completely ignoring the fact that It was these very conditions vhlcb 
BavB Che agency Its reason d'atat. 

For the past several years, the FmHA has been characterized by 
constant turnover of personnel in the county offices. Tha borrowers can 
never rely upon what they are Instructed to do by the current county super- 
visor, who is subject to quit or transfer, being replaced by a new supervisor 
who does not feel bound by what hla predecessor may have told the borroweis, 
and idio has his own Interpretation of EMU policy. Where one county super- 
visor ordered "expand", his successor may comand "contract". 

Being overworked, under staffed and often in unfamiliar aurroundinga 
with little or no real knowledge of the crops grown in his area, the county 
supervisor and hla staff frequently become adversaries to Che family farmer 
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governing [ba FaHA. 

Much of Che blane for the disarray In the FnllA can be traced directly 
to the agencies' handling of the section S02 rural housing program. Fron 
one-half to tuo-Chlrds of Che count; office time and money la absorbed wich 
the proceaalng of loans for aingle fanlly tutuI houalng. For InaEance, cha 
state of Georgia has appronlBStely 35,000 section 502 housing accounts and 
only about 2, SCO fara program accounta. Obviously, that does not leave 
■uch tins to work with a struggling farmer who la already in deep financial 
trouble when he flrat "breaks the threshold" of FnHA's door. 

The situation, since 1976, has resulted in a state of affaire in 
which BsnageBcnt asslatsnce is non-existent on the one hand and positively 
harmful on the other. Thousands of family farmers swear that they have been 
"driven into the ground" and ruined by Che various county supervisors and 
their staffs. 

The story of these simple farm folk, unprepared by their backgromid 
and training, to deal with a eophlstlcated bureaucracy turned hostile, with 
its "we-then" attitude, unable to assert their rights because oE their 
desperate need for the nooey controlled by thsc bureaucracy, and kept igno- 
rant of those rights In moat Instances, Is truly a nodern day tragedy. 

It la OUT hope and prayer that Congreaa will IniKdlacely assenble 
a staff conniHHloaed to inquire Into the derelictions alleged herein and take 
■teps to insure Chat thoas vicclaa of hHA and the Farm Credit Service, past 

save our family farms be fullfilled. 

Respectfully submitted. 



Attom«$ and Counselor at 



Digitized byGOOgle 



TBSTIHC»y OF C(»IGBBSSIUUI TOM HkBKIH 

BEFORE THE SUBCOMMITTEE ON 

COMSERVATIOH, CREDIT, AND RURAL DEVELOPMENT 

CONGRESSMAN ED JONES, CHAIRMAN 
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ao8 

Meadows. Johnson & Spinks 



February 9, 1984 



Re: Econcnic CriaiB in Pork Industry 

Dear Chaae: 

I appreciate your interest in the problems facing tha 
group which I am currently representing. As I explained. I 
represent The Concerned Pork Producers of North Carolinar an 
informal association of small and family owned hog farmers 
in the eastern part of the state who currently face an 
economic crisis and the very real risk of bankruptcy if 
relief la not nade available to them in the ijnmedlate future. 
AlMost all of these farmera have the great bulk of their 
financing through Parmera Hcoe Administration. Except for 
recent emergency loans Obtained over the past couple of yeare, 
their financing was obtained in the mid and late 1970's, at 
a time when interest rates were relatively low, pork prices 
were somewhat more stable and higher than they currently arei 
and com prices were also less volatile and had not for a 
long time seen the prices currently existing in the com 

Most of these fameES obtained econcnic projection* froa 
experts such as the agricultural extension specialists at H. 
C. State showing tbat cash flow froa a confineBont awine 
operation would provide a profitable operation and aufficient 
funds to more than adequately serve the fnHA debt incurred In 
starting up the operation and earring through the first couple 
of years. With these projections in hand, and nodeling their 
operations after certain test facilities operated by the 
Agricultural Extension Service, these farmers went into business 
and in fact had a nunber of successful years. However, out of 
the last four years, only one haa been profitable. In particular, 
the high interest rates of 19B0 and 1981 killed profits. Honetbe- 
less, 19SZ, a period when pork prices were high and interest rates 
started a gradual decline, was a profitable one for nearly every 
one of siy clients. Nere it not for 19S3, none of thea would be 
ccaplainlng at the praaent tlac. 
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In 1983, a combination of three TactorB hit theae (armera 
simultaneously like a runawax train. First, intereat rates, 
thouqh thpy had declined Eemained at higher than acceptable 
levels Second, pork prices began s decline to lavels rarely 
seen prewiously in the pork industry. For a number of months 
in the simmer and fall of 1983 pork sold for between 35 and 40 
'ell below historical averages Finally, 
-t.e PIK program, without Ttnowing that the good 
I mote far reaching PiK pfogiam than the 
■government S namely s drought. As a result of the extremely 
limited supply of corn, prices soared from between S2 00 and 
$3.50 a bushel to December 19S3 levels of between $3.35 and 
S3. 95 a bushel, fiecause the North Carolina corn crop is 
literally gone, Morth Carolina farmers must purchase corn 
shipped from Iowa Indiana, or other mid-western states. 
Therefore corn costing an Iowa farmer S3. 35 a bushel may coat 
a North Carolina farmer 53.90, S3. 90, or S4.0O d bushel because 
of additional transportation costs. In late December several 
of my clients purchased loads of corn at $4.01 per bushel. 

Tho result: during those Eummor, fall, and winter months 
of 1983, the fanners were losing between S20.00 and $50.00 on 
every top hog carried to market Hardly any are in a position 
to make annual payments due at the end of 19S3, and most are in 
default undar their FmHA loan agreements. FmHR has offered 
several alternatives but unfortunately none of these ace 
acceptable. The first is a consolidation and reamortization 
of the existing debt. This would possibly involl^e sOWe 
additional small loan advances but generally would result in 
increased interest rates and would merely forestall the doom. 
The second is a transfer of all assets to a buyer who will assume 
all indebtedness This is not possible for two reasons; first, 
the fair market value for confinenient swine operations has declined 
dramatically oUer the past two or three years because of the very 
econORiic problems described herein. Second Parmers Home Adminis- 
tration ia unlikely to approve any but the most solvent of 
potential biyeirs because they realize that generally the current 

succeed witi the operation, it is unlikely a new buyer will be 
able to succeed. Of course, this also is unacceptable because 
these individuals are farmers by occupation, and do not want to 
leave the basinesa. 

The third alternative is a voluntary liquidation of livestock 
and a voluntary conveyance to the government of the real property. 
Again this is unacceptable because the farmers would like to 
salvage their operations if at all possible. More importantly, 
under this srrangeraent the Farmers Home Administration stands to 

farm operation so surrendered. For example, a farm operation 
valued f'-'i'r years ago at 5500,000.00, on which there is a 
$500,000.00 indebtedness, can now be sold for only between 



Diai.zodbyGOOgle 



Mr. Chase White 
February 9, 19B< 

$200,000.00 and $300,000.00. Under the voluntary liquidation 

not npaid -thiough a subsequent sale by the government of the 
iarraer's real property to a new buyer The -coEt to the raniier» 
Home Administration through losses on these loans would be 

inaebtednesB of S5O0,00O.OO each, elect this alternative and 
the farmers Boiiie Administration is able to recover 601 of the 
principal due plus all accrued interest iii of the principal 
due oi. each loan. 5200,000,00 would be lost forever, or a total 
of SS OOo OoO.OO of losses 3ust for these 40 farmers.) The final 
alternative also which is unacceptable for the B. 



spent if a voluntary solution to the problem could be arranged 
and made available vithouc the necessity of such bankruptcy 
actions. Therefore, we propose the following solution. 

Take the same 40 farmers with an average indebtedness of 
$500,000. CO each, and farms worth E300,OO0.00 in value In most 
cases, these farmers ace able to carry the debt sefuice and 
interest payments on a $200 oOo.OO indebtedness Therefore, 
TDHiA should be authorised to establish two separate loan accounts 
for each farmer one which is interest bearing and has a crincipal 
balance of S300 000 (JO and the other which is non-interest bearin 
into which the remaining principal indebtedness would be placsd. 
Each year the farmer would make ordinary debt service on the 
interest beacing account tin the first year $30 OOO 00 of interes 
would be repaid, and for purposes of this example, assume $25 000 
of principal is repaid J . Rather than apply the principal repaymen 
to thf $300,000,00 account, all principal repavments are used to 
retirt first the non-interest bearing indebtedness which has been 
set a: ids. Therefore, at the end of the first year the Farmers 
Home rdrainistration will have collected $30 OOO 00 of interest 
and tie $200,000.00 non-interest bearing indebtedness will have 
been leduced to $175,000. Oo After seven or eight years, alt of 
the ntn-interest bearing debt will have been repaid, and these 
40 farmers will again be under a normal loan arrangement with 
FmHA, with both principal and interest repayments being applied 
to the interest bearing indebtedness, which is all that will 

a first year loss of 
I voluntary liquidation 
. the Famers Hooie 
1 lose only $eS0,O00,QO, which is 
b be collected in the first year on 



Diai.zodbyGOOgle 



Mr. Cti«Ba White 
Fabruary i, 19B4 

All of tb« non-intecest baarlng accounts for theaa facmara, 
asBuming an lit interest rate Howavar, during that Eone Elrst 
year, ParTiiers Home AdniniBtrdtion will have cDllecCed $1 320,000.00 
of interaet on the $200 ODO 00 of each fanner e indebtednssE which 
continuas to accrue interest asstunlng an lit rate. This is an 
important factor because under a voluntary liqul<)ation or foreclosur* 
situation, it would probably taXe the government a year or more to 
reconvey these farms to qualified buyers, thereby replacing the 
voluntarily terminated loanE with new loans bearing interest. In 
easence. this proposal under a hypothetical example of 40 farmers 
will prevent the immediate loss of 58,000,000.00 in principal indebl- 
tteSB to FmHA. and the Iobb to FmHA under the proposal 
on the non-interest bearing accounts for each farmer will be more 
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al endorsement to the intent of these 
resolutions. I enclose a copy of them with this letter for your 
information. You will note that the first resolution is esBentially 
the proposal which I have described herein. In the event Congress 
and the Farmers Home Administration find this proposal unacceptable, 
then the second resolution contains i, number of other alternatives, 
any combination of which we believe would help relieve the crisis 
faced by the small and family-owned pork producers. However we 
believe most strongly that the first proposal will involve the 
least cost to the government the greatest benefit to the farmers, 
aiid virtually no impact on any other agricultural area unlike the 

ciists up or the impact that the dairy bill will have on cattle 
:es down if dairy cows taken out of 
slaughtered. 

idvance that not all pork famers 
le large corporate pock producer who 
Lh hog farms has no pmHA debt, and 
B the. competition forced out of business with 
pportunity of acquiring their operations at cut- 

the other end of the spectrum, small operators 
ed their land or have animals grazing in the 
n being raised in confinement facilities, have 
tal 4.n vestment, and virtually no debt, and also 
support these proposals. 
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Mr. Chase White 
February 9. ISSt 

The overwhelming majority of pork producer!, hcmever, are 
small or family-owned operators deeply indebted to the Famcra 
tlome Administration, and moat of these entered tha business 
duiing n time of 1cm interest rates, and during a stage when 
the Farmers Home Administration was encouraging the establishment 
of new pork production facilities in order to increase the United 
States supply of park and keep the prices to consuners at a lower 
level. These are good, hard-working, efficient manaqers who acrosi 
the board have the lespect of nearly every Far 



I know that you have some close contacts with bobs key 
Republican Senatocs and Congressmen. I ve discussed the situat 

liave met with Ron Wilson, one of Senator Helms staff members c 
the Senate Agricultural Committee, Unfortunately, that's -about 
as far as my contacts go. I would greatly aooreciate anv assis 
you might provide iy talking with your cont; 
with a copy of this letter or a copy of the 
or by encouraging them to give Be a call bo that I could pechapB 
set up a meeting for them tfith sosw of these pork producers Or 
explain to them myself in greater detail the probleras faced by 
my clients and the varloue solutions wliich we believe to be both 
feasible and desirable 

Should you have any questions about anything in thia lett«r, 
give me a call. Iiet me thank you in advance for your assistance 

and again Bay that 1 really anpreciate anything which you Bight 
could do for these faraers. Though my group consists of 40 or 
50 pork producers it should be noted that there are Uote than 
10,000 pork producers in the state of North Carolini most of 
which are in a similar situation to that of my clieits. These 
pork producers have families, children, and employejs who also 
have families and children. It is a large segment >f the North 
Carolina population who will be favorably affected ihouid Congrssa 
chose to approve legislation providing relief to thtse farBers 
siailar to what I have set out herein. 



Mith kindest regards, I rouLn 

Very siuierely yours. 



liMt^. spi. 



Spinks 
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Meadows, Johnson & Spinks 



April 2, 1964 






Member of Congress 




Congress of the United States 




327 Cannon Building 




Washington, D. C, 2051S 




Re: Concerned Pork Producers 




Dear CongrcBsman Britt: 




First, let me extend my wannest thanks 


: for your 


expression of interest in the current economic plight 


of pork producers in North Carolina and the 
In your letter to Chase White, you sufomaria 


;ed succinctly 


a fact particularly aKHicable to pork prod 








farm investment, the small and family pork 




disappear, leaving only large conglomerates 


to supply our 


nation with its pork needs. This will not 


only leave the 


consumer in a disadvantageous position, but 




of the numerous small operators will cost 




hundreds of millions of dollars on defaults 




hy the government, will increase unemployms 


int, and perhaps 


most in^iortantly will leave a large sector 


of our population 




farm business. 




Certainly my clients and I support yot 


ir recoranendation 


that you forward the Information, which I p 


irepared on behalf 






appropriate House Committees. In addition. 


I hope that I 






assistance for these farmers. You will not 


■e in the package 


of information that our primary goal is not 






lest for the^ 


establishment of other subsidy or support p 




pork industry. Bather, we believe that the 


r best solution 
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lies in a simple restructuring of the indebtedness of the 

farmers to Fanners Home Administration, the government 
agency which ts probably the single largest lender to 
Email pork operators. Under cover of this letter, I have 
enclosed another copy of the specific proposal relating 
to this restructuring of FmHA debt. I hope that you will 
agree that this proposal, though certainly a sin^jlificatlon 
of the actual processes which would be required, represents 
a remedy which would be extremely beneficial to the farmers 
t^ile entailing little If any cost to the government, and 
thereby avoiding an additional drain on the federal budget. 

My additional request is sijiply thist If you and 
your staff alone or in conjunction with other representatives 
believe this proposal is viable, I understand that it may 
be possible for FmHA to allow such restructuring of loan 
obligations through a change in their administrative 
regulations, without any enabling legislation from Congress. 
If this is in fact true, then the assistance of you and 
your staff in contacting the appropriate individuals at 
the Farmers Home Administration to eiqilain the current 
situation and this possible solution could be the 
motivating factor in obtaining the relief these farmers 
so desperately need. As I am sure you are aware, the 
'plight of these farmers cannot be overen^haslzed; a number 
of my clients stand on the brink of bankruptcy, and without 
some form of relief in the near future, resort to the 
Bankrifljtcy Court may be the only option that is available 

Again, thank you for your Interest and pron^it response 
to this urgent situation, and by copy of this letter, I 
also thank Chase for his interest and assistance in making 
this problem known to those who are In the best position 
to address it effectively. 

Hith kindest regards, and best wishes, I remain 



Chase Hhite 
P. 0. Box 749 
Greensboro, NC 
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The attached axe a series of proposed resolutions %>hich 
have been prepared for presentation to the annual meeting of 
the North Carolina Pork Producers Association. These 
resolutions are the result of the efforts of an informal 
group of pork producers known as the Concerned Pork Producers 
of North Carolina. The last meeting of this group, on 
December 28, 19B3 was attended by forty-Eive individuals 
from at least six counties in eastern North Carolina. At 
that meeting, these resolutions were discussed, and the 
attached is a summary of the proposed solutions to the economic 
crisis facing all small pork producers in our state as 
unanimously adopted by the forty-five individuals at this 
meeting. 

The current officers of this group are: 

Alan Vester, Chairman 478-5631 or 478-3915 
Glenn Vick, Co-Chairman 443-4066 or 443-3421 

If 446-1635 

146-8602 

This group is striving to achieve changes in federal regulations, 
federal law, and policies of the various agencies who deal with 
pock producers in order to relieve the financial burden on all 
pork producers in this state and nationwide. In order to obtain 
relief t^ich will be beneficial to all smaii ;iork producers, 
we urge everyone to support these resolutions and offer any 
other ideas or alternatives which you believe will be beneficial 
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to the survival of the •n>ll pork proOucara in North Carolina. 

Response to our efforts thus far have been encouraging. 
We have been in touch with representatives of the Senate 
Agricultural Committee, the Farmers Home AdninistrBtion, 
and several Representatives and Senators from our state. It 
is our hope that with everyone's support much needed relief 
will be made available to us In the near future. 

Please review these resolutions, and let us know if we 
can answer any questions or if you have any other ideas which 
could help. With sincerest thanks. 

The Concerned Pork Producers of 
North Carolina 
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RESOLUTION WUMBER ONE 

BE IT RESOLVED that the North Carolina Pork Producers 
Association hereby recommends and strongly urges Congress 
and the Farmers Home Administration to make the necessary 
changes in the federal laws and regulations to allow a 
restructuring of the debts owed by Pork Producers to the 
Fanners Home Administration as follows: 

That the Farmers Home Administration analyze 
the outstanding balance on all loans owed by 
each pork producer, analyze the fair market value 
of his assets securing said loanSi and analyze 
the amount of debt service which can be paid from 
proceeds of the farmer's operations; that the 
Pamers Home Administration then, upon request 
of the farmer, restructure the total amount of 
indebtedness into two notes, so that the first 
of these notes represents that portion of the 
inlebtedness which is approximately equal to 
th; fair market, value of the farmer's collateral 
and which will bear a reasonable rate of interest 
so that the farmer's proceeds from normal operations 
will service the debt on this note, including 
iriterest; and the second note representing the 
Lalonce of the: indcbtudnuss which will bu sut 
aside and bear no interest; thereafter, on an 
am lual or other periodic basis, the Farmers Home 
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Adinlnistcationiwith the fanwr, shall review and 
determine the amount of principal which ha« been 
repaid upon the first note, and following each 
Buch review a portion of the principal balance 
due on the second note equal to the amount of 
principal which has B»een repaid upon the first 
note shall thereafter be transferred to the 
first note to thereafter bear interest and be 
repaid under the terma of the first note; it being 
the purpose of this restructuring that each farmer 
be allowed to take advantage of this alternative 
to avoid foreclosure or voluntary surrender of 
his collateral and thereby continue in operation 
through a reduction in interest expenses, irtiile 
simultaneously the Farmers Hone Administration 
increases the likelihood that all of the principal 
balance due from each fanner is repaid through 
this arrangement, and potential losses to Farmers 
Home Administration which would occur from 
foreclosure or voluntary surrender are thereby 
avoided. 

For purposes of illustration, the fallowing 
exan^le is given: John Doe owes FmHA 5500,000.00 
of principal and accrued interest; his collateral 
at current fair market value is worth approximately 
5300,000.00, and his farming operations can support 
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payBenfcB to service a debt at reasonable interest 
rates of $300,000.00. After eeeting witb tbe 
faraer, FmSIA restructures the debt into one 
$300,000.00 note at a reasonable rate of 
interest, and a second $200,000.00 note bearing 
no interest. At the end of the first year following 
the restructuring, John Doe has paid FbHA $50,000.00. 
Assuning ■ 10% rate of interest on the first note, 
$30,000.00 of this payment was interest, and $20,000.00 
was principal. After meeting with the farmer, FmUA 
then transfers $20,000.00 of the balance from the 
second note, triiich bears no interest, over to tbe 
balance of the first note. Thereafter, John Doe 
will owe 5300,000.00 on the first note, bearing 
interest at a reasonable rate, and only $180,000.00 
on the second note. It Is anticipated that the 
process continues until such tiae as the farmer's 
operations can clearly support interest payments 
on all Indebtedness, or until the balance of the 
noninterest-bearing portion of the debt is satisfied 
in full. 
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RESOmTIOM MWmER TWO 

BE IT HEREBY RESOLVED by the North Carolina Pork Producan 
Aaaoclation that, in addition to the relief requested in 
Resolution Ho. One previously adopted by this Association, it 
is further hereby re commended and strongly urged that Congress 
and the Farmers Hone Administration adopt some combination 
of the following proposed forms of relief for prok producers 
In order to relieve them of the iimninent risks imposed by the 
current economic crisis: 



1, Hhere a farmer 
Borne Administratis electi 
a buyer willing to pay a 
assets securing his indebl 
that the Farmers Home 
the asset liquidation 



«ith several loans owed to Farmers 
I to remain in operation, but locates 
Fair market pries for one of several 
jtednsss to Farmers Home Administration, 
ninistratlon allow the proceeds from 
apply to idiichever note or notes 
representing the farmer's indebtedness to Farmers Home 
Admini Stat ion as the farmer may select, rather than requiring 
proceeds to be applied first to repayment of the oldest 
of the notes snd then to rcpayntent of the next oldest notes in 
succession. In addition, that the farmer be allowed to 
designate to which note any other payment, other than normal 
debt service under the terns of the notes, be applied to reduce 
the principal balance owed. 
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2. That th* Faraars Rcaa A^iljiiBtcatiOD b« authorii«d 
and directed to declara a moratoxlua od the accrual of 
interest on loans to pozh producers to be effective 
retroactively to Augu«t, 19B3, and to continue until 
September, 19S4, or until such tine as the price of feed 
corn no longer reflects the effects of the drought and of 
the PIK program. 

3. That a moratorium be declared on foreclosucss of 
Farmers Hone kdninistration loans to pork producer* tor a 
period of one year, to allow pock producers to recover fron 
the effects of the extcemaly high corn prices resulting from 
the drought and the PIK program, and the extremely low hog 

4. That in conjunction with other forms or relief, the 
Farmers Home Administration be authorized and directed to 
make available a reamortizatlon of loans to pork producers 
at a reasonable rate of interest so that the reasonable 
operations by the pork producers can service the debt under 
such reaiDortlzation , rather than requiring any such 
reamortizatlon to be at the highest rate existing on all 
loans outstanding to an Individual farmer, or rather than 
requiring reamortizatlon to be at such a high rate of interest 
as to make It unlikely that repayment is possible from nonul 
farm operations. 
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5. That th* Famen Roma Admin i ate at Ion be authorliad, 
durlnq the year 19B4, to make additional loans to pork 
pcoducerE where through other methodB of relief it appears 
likely that they will be able to recover fcom the Current 
economic crisis and service their debts as restructured, 
but where such loans are needed in 1984 In order to make 
payment or payments to other lenders in order to avoid 
foreclosure by those lender*) such loans being for the 
purpose of avoiding foreclosure by other lender* which would 
frustrate relief which is provided by the ParneES hoec 

Adm inistration, 

6. That the Farmer* Bom Administration, in situations 
where a fanner elects to surrender his collateral voluntarily 
in satisfaction of his outstanding debts, be authorized to 
make a determination of the fair market value Of the pork 
producer's oersonal homeplaca, and thereafter make available 
to the pork producer the option of voluntarily surrendering 
all other collateral and retaining the personal homeplace, 
with a cancellation of all indebtedness except that portion 
which is equivalent to the fair market value of the personal 
homeplace, so as to enable the pork producer itfio is unable to 
continue in business to at least retain his personal homeplace. 

7. That lAere a pork producer has located a buyer for 
his farming operation who is willing to assume all of the 
pork producer's indebtedness to racmcrs Home Administration, 
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and the buy«r !• financially sound, Paraecs Hobb Adninlatration 
b« authorized to release as security for the Indebtedness 
those assets, includin? the tarater's personal homsplacs, 
not being transferred to the financially sound buyar, in order 
to enable the pork producer who is giving up his operation 
to retain his personal homeplace and other assets in order 
to make a fresh start. with no obliriatlon* to FraHA. 

8. That Congress and the Paraecs Home Administration 
consider, and if appropriate, extend the relief requested 
for pork producers to other farmers, livestock, row crop, 
or otherwise, who also have been and are being severely 
affected by the current economic crisis, 

9. That the Farmers KcHiie Administration be authorized to 

make available financial assistance to pork producers who are unable 
to make currontly due payncnts to lendera other than ParraerH Homa 
Administration, to enable these producers to avoid lefault and/or 
foreclosure on thsse obligations to other lenders resulting froB 
the effects of the current econcuic crisli. 

10. That Congress clarify the provisions of tie Dairy 
and Tobacco Adjustment Act of 1983 to ensure that the provisions 
for an Emergency Feed Assistance Program be extended to all 
livestock producers who have been adversely affeetod by the 
drought and related disaaterfi, because it is a cle.ir fact 
that the drastically increased coat of corn to all livestock 
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producers, resulting froa the limited supply cauasd by the 
drought and PIK program, is threatening the solvsncy and 
continued viability of livestock farmers which it In itself 
a continuing disaster. 

11. That Congress take such steps as are necessary to 
require the Fanners Home Administration to make available 
limited resources loans a* such are defined by statute, 

at the lower interest rates provided for such loans, to 
those pork producers who, aa a result of the current 
economic crisis, have e)diauctad their collateral and other 
financial means for continuing their operation, and in 

12. That Congress and the Secretary of Agriculture 
take such steps as are necessary to make Immediately 
available freight subsidies to the pork producers oE North 
Carolina in order to relieve the burden of Exceasive freight 
charges between $.40 and $.70 per bushel of com resulting 
from the necessity of purchasing midwest coin for use in 
North Carolina due to the lack of available feed corn within 
the State directly resulting fron the drought and the PIK 
progri^. 

13. That Congress, the Snail Business Administration, and 
the Farraers Home Adtainistcation take such atep* aa are neceaaary 
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to Bllow s wBiv«r of payMuits on dlaosi;*? loans which hava be«ii 
mada to a fBissr aa a result of a previous diaastec yaar, 
daring any subsequent disaster year during which such farnter 
would qualify for additional disaater relief. 

14. That the Famers Home Administration be given the 
authority to separate the different business operations of a 
borrower, the obligations relating to each business operatloni 
and the collateral securing such obligations, so that debt 
incurred for porX.producing operations be secured by the 
assets used for such operation, debt incurred for row-crop 
faming be secured by the assets used for such row-crop 
faming, and debt incurred for other business operations be 
secured only by the assets used for such other business 
operations; the purpose being to allow the borrower the 
option of discontinuing one of several business operations, 
and arranging the sale or surrender of such assets in 
cooperation with Che Fanners Home Adnriistration, without 
affecting the collateral securing the :;emaining business 
operations which the farmer intends to continue. 

14. That tlie Farmers Bcxne Administration be authorized 
to make loans for the relief of famers who have previously 
used other lenders as their prinary source of financing, 
such loans being for the purpose of curing potential default 
to such other lenders and full or partial consolidation of 
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Conenssnan StangUnd ^V 

1526 Longuorth Koubb Office Bullfllng ^^ 

Hashington. D. C. 20515 

Dsar CongreaBiian StajifllKndi 

Lach one required reel esUU propertjr for equltii, and ■•■ l^rtlclpitwt fully In »ch on*. 
Uhen ue started faming In 1965 ^aHa told us that tl»y aDuld build ue ■ dairy tam. 

As each succeBBlve dliaelar eroded our equity, FaHa further misted OUT effortB 
and killing tso cms, out crop >&■ virtually loo* destroyed, our houss hss tulsted. 



appsalsd, spring work would havs been ovc 
ty assesaor at aproxlnatdly t 300,OCpCO, 



at, but FiHA has nfusad to help U 



o [artlclpBt* fuUy In the 1983 f«r» pi 



86-5M O— 84 IE 
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(our bill for lonf tan latn laegnUutlon, Iw Intanst, and piysHit dafeml 1b 
isntlal toi 111 of ua thtt hiva taan tuid pvasnl by dlnators, *lult]' loM, imnorlabl* 
v prograiife, and poor FiHA auparvldor*. 



(215) 3 



0»rj, IClm, WSi'S 
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Ncwfoldcn Coi-op. E|i3vat<iiC Ass'n 

NEWFOUplf"".'^iriNEBOrfl') PHONE 074 74BS 

Ci^.'fnd.'Sni CoiTfanlliiar and Sl«l Bini 



April 30, 190/. 



Honorable Arlan StatiEolanil 

15Jf Lonp,,orth House Office nullilinc 

Wa3)iinEton, D, C. 20515 



■ n. 1,610 liill for Long Toriu loan ropayraont 

"Thia bill la a i^ood inveetricnt in 
ith you one hmnirod percent. 
rta out trying to luako □ liirine, 

rive jBara, ona yeai- a drought 



Sinoarely, 

HEUmUSES COOP ELKVA'rOl ASSM, 

LtAoy J, PateraoQ, Oaneral Hanager 



■ubnltted by Kr. Stangaland la 
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Farm Credit Administration 1501 Fatm Credit Drive 

McLean, Virg-nia 22102-5090 
(703) 883-4000 



April 23, 19W 



FCA 



HoDorablc Ed Jonet, Quirnui 

Subcoanittee on Cense rvstion, Credit, and Kurd Davalopaeikt 

Comiictee on Agriculcun 

D.E. Houac of BepreieDCativei 

nuhington, DC 20515 

Sear Hr. Chdmu: 

This 1» In reBponse to your request for our c 
"The Fara Credit Eysteii! An Abuse of Pouer," 
views on Its suggestions for "reform." 

At tbe outset, let us point out that Hr. George BoHling, the suthor of the 
paper, it a plaintiff in a legal action agaioat the Fan Credit 
Adiitnl St ration and otheTs tbat deals with oan; of the Issues cslscd In the 
paper. In fact, Hr. Bovling or corporBtlons In which he has an Interest 
represent three of the five plaintiffs la the action. As 70U can 
■pprectste, the agency must be careful in its public pronoanceBent 
regarding laaues in litigation Is order not to comproiilEe Its positions. 
In addition, since there are other defendanta in the laacult. Including 
Farn Credit banks and assoclatlone. It uould not be proper for us to 
consent on issues tbat could potentially cooproolse their position In tb* 
litigation. 

The agency does, 00 the other hand, have a very distinct res pons Ibllltj to 
report to the Congress on the condition of the Farm Credit Systen and tha 
extent to which the Farm Credit Act of 1971, as snended, Is being carried 



In this latter regard, four neobers of our staff met with Representative 
Bob McEwen to discuss the situation in Ohio, and we are preparing 
additional Information for hln. Representative McGuen seeaa to be 

primarily concerned about nanagement changes In Farm Cradlt System 
Institutions In his district and about the perception of lack of service to 



An analysis of Hr. Bowling's pa 
Accountability Project, has beei 
AdalnlstrstiOD and is enclosed. 



Donald E. HUUoson 
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Fam Crtdlt AccountjhlllrT Prolaec 
Clrclevllle. Ohio 

Prepareil "ttj 

The Fara Credit AdBlnlstritlon 

April 10, 19B4 

Hin; of the aTed citvd In th< paoer, The Far* Credit Syatea: An Abuae of 
Fouet,' deal ulth legislation enacted by the Cotifreis. Other araac deal 
with regulitlonE of Che Fam Credit Admlnl 6 (ration tFCA) deeaed neceaaary 
to Implesent that leglalatlon and ensure the law Is being carried out. 

Since the ettabllEhoent of the Federal Land Banki (TLSi) In 1917, the Fam 
Credit Systen (PCS) has evolved loco what Che paper calls "the baEkbone of 
American agriculture." That evolution v»e made poEsible by the Congreas, 
uhlch enacted legislation In 1923, 1933, 1953, 1956, 1971, and 19S0. Each 
piece of legislation waa carefully conaldered, particularly by the 
agTleultural leaderahip of the Congress, and uas videly euppotCed by Che 
agricultural ctnaninlty. 

The paper atacet, "any acrloua atcack on Che systCD would noc be beneficial 
10 taraera' and doea not quastlon that the law la being carried out. Tet, 
the ayatea and the agency are attacked In a very aerloua way. Changes are 
proposed that would reverie a clear trend In the development of the FCS aa 
nts to the Far* Credit Act and through 

The paper, for exaople, calls for the escabllahaent of three separate 
boards of dIreccoTS In each Fara Credit Diacricc at a tine when 
coordination, cooperation, and evan conaolldatioc are Increaalng In an 
effort to provide better and noie conplece eervlcaa to borrower*. The duly 
elected boards of directors of eight of the 12 Fara Credit Diacrlcta have 
adopted soae fom of consolidated manageaent, though Che Crend has not yet 
gone as far as soae aeabers of Congieai and cha Central Accounting Office 
would like. These decisions reflect the JudgaenC of those board aeabers 
that conaolldatlon la in the best incerest of the banks and associations 
they represent . In iBpleaentlng these declalona , when aergers and 
territorial resllgnaents occur at the asaociatlon level, stockholder 
spproval Is required. 

The paper alao advocates the bank* of the syatca revert to issuing separate 
debt iDstruaanti, though every study undertaken In this area called for 
consolidated eecurltlts. There is no evidence that consolidated bonds 
benefit any banking group to the detrlaent of others. 

In addition, various statutory authorities of district boards and the FCA 
that enable then to ensure accountability and coapllance with the law would 
be reaoved under the paper's approach. Absent this authority, we would 
have federally chartered financial Institutions with no regulatory agency 
eopoueted to ensure that their activities are being conducted In accordance 
with their charters, bylaws and applicable scatutes and regulations. It Is 
Inpcratlve that directors of Institutions be held accountable to their 



The banks and aasoclatlons aust be opersted In t 
stockholders. One of the FCA's responslMlltlea 1 
of those who Invest In Fara Cradle Syscea aecurlti 
majority of loan fonds are obtained. While the 
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The lyttes cuxtently hat aorc than obi bIIIIod loins outicandlng to 
fBraert, rancheTS, rural hontcnnieri, coBBcrclal flahcracD, and those who 
operate fats relatad builness. Ic has aooa 3,S00 loaoa outiCandlng to 
sgrieulcuTsl and aquatic cooperatives. These loans total Bare than $80 
billloc. The Federal Incenediate Credit Banks <FtCBs) have an additional 
SSSO Billion In loam outstanding to other financial Inacltatlona aarvlng 
agricultural producer!. The quality of these loana and the financial 
strength of the Fam Credit Banks Bakes It possible for the banks to obtain 
loan funds at rates ver; cloae to thoae paid b; the C.S. Governoint. 
Anything that would dlBlnlsh the quality of the loan portfolio or the 
~ ' ths instlcutlona could result In higher costs of 
I cost chat vould hava to b* passed on to borroueta. 

Tbs paper atates that the banks snd associations of ths Fsrn Credit Systn 
have exceaslve earnings that should be returned to borrouera. Houever, It 
stops before describing what theie retained eamlnga peralt theae financial 
Instltuclona to do. For Intti 



Beginning In late 1962, noat of the Farn Credit Banks lowered their loan 
fees and reduced Interest rates sore than the corresponding reduction in 

their coat of fundi botroucd. The objective of these actions »ai to reduce 
Che effective Interest coil to systen borrowers In view of the Severe 
ecoDOBle pressure on the Nation's faneri am 
of the Fatn Credit Banks. In 19B3, Fsrn 
negative Interest rats spread of .03 percent. 

Katalncd capital alao glfea banks the ability to lend Borc aoney than 
otherwise would be peraitted, and reduce the capital stock purchase 
requlTenenta of boTTOuera. Therefore, while ths paper crltidsi* aOBe 
segaantB of the Para Credit Systes for not paying patronage dividends, it 
falls to rieognlzs that duly elected boards of directora of Boat of theae 
InttitucloDS have opted for the lowest poasible Interest rste at the tioa 
credit Is extended lacher than charging higher rate a In order to pay a 
dividend later. 

Tht paper contains hiatorlc data through 1961 to criticize current loss 
allowance and capital levels. let the data enda Just at a point when the 
day of reckoning was drawing neat. FCE loan losaes increased dranstlcally 
during each of ths past two years and are czpcctsd to Incrcaae again in 
19SA. In 1983, Production Credit Association <PCA) loan losses increased 
to $2ii.7 ■lllloo froB $1S7.S nilllon the year before. These loaaas 
exceeded iO paieent of the allowance provided to absorb thes. 

The various allowsncea for loan loases eatabllahed by lyatea institution* 
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■iBoclation, and aeabcr upltal. Federal L.and Bank* and Federal Land Ink 
Aasaoclatloni (FLBAi) (enerally aalntaln an allovascc which when ccwblntd 
equals 1 pecccnt of loans. TCit geiierall; nalntaln an allowanci of not 
matt than 3 1/2 pereenc of their loana. 

The FCS la a (Ingle anterpri** lander and hai a aandate to provide 
reaponatbl* credit to agriculture when needed, Ttaul, it caimot, aa can 
eomserclal IcDdari, dlveralf; aeroaa varloua anterpriaei In an attest to 
Icaep loan lossaa lou. Therefore, it ahonld carry a alfnlficantlj hl^Mr 
asounc of raaarvea and capital. 

Soae Beaberl of Congrcs* faal the current alloiianee for loae reqnlreaeata 
■re not large enough. Specifically, they belie*a fOm in aoM areas of the 
countiT should bt building alloHancea greater than Che atacutory 3.5 
percent. They are coacenied that Z •ucceaalve yeari of bad matbar or 
econoolc condltlona could deplete the allowance of aoB* FUa. At least 17 
of the 403 PCAi had eidiauEtcd their alloHaoee for losses by year end 1983. 
Conaldcring that four asaodatlona are In the process of liquidation, with 
others facing that prospect, and the nearly $ZAS allllon in losses, tbosa 
concern* are not unwarrantad . 

detal Land Banks and Federal I.and Bank Assodatlona have Bare favorable 
OSS experience than FCAs. Soae knowledgeable observers, however, think 
detrlaentsl iqiact of current aconooic conditions la yet to case alnce 
.Igniftcsnt nmbar of borrowers have refinanced short ten debt through 
g tern debt. Decreasing land values, representing the underlying 
:ollateral, and an Increasing Inability of FU borrowers to geBcrate caab 
low sufficient to service tbelr debt call for Baintananca of a 
rvatlve loan loss position. 

The suggestions for refora contained in the paper will now be addreased. 
Passages fron the paper will be quoted and followed by the reaponse of tbe 
Fam Credit Adalnlstratlon. 

" I. Famer Control of Assoelstloas 

"Cap' Arnold is generally considered to be the father of the 
PCAa aa ue know Chen. His philosophy haa been characterized 
aa placing the pover in the hands of the faners as opposed 
to bureaucrats. Ve have teen that ulthln twenty yeara after 
his death all of his basic principles have been discarded. 
At the very least, the tytten can only be reforaed by a return 
of his policies. I vould tuggeat the following actions to re- 
store a degree of farver control over the association: 

A. Independent Directors 

Present directors of both FCAs and FLBAi have no real 
discretion of action. They are Barely puppets of the 
district banks due to the control exerted over tbe>. 
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! PCA( and ?LBAi havi ■uthorlty subject to TtqulTentnts of 
dit Act and aKOClation bylawi to direct activitiei of their 
inc lading tbe hiring of Banagenent and the deelaratloa of 
c pitTODigi cefundi. TheT alto elect loui of the levec 
the district hoard. The authority of iKOCittlon board* b» 
very definite leaponilbllltiei to carry out the lav, adhere to 
the TCgulationi that Inplenent the law, and follov polldei adopted b; the 
'>ank boaid. Even though the Msociatlon board* elect four Beabera to the 
llacrlet board, a lyiten of eheckt and balance* la eaaentlal. To the 
•scent that district board* are not carrjrlsg out the collective desire* of 
ssaoeiatloBE , they can be repleced by the eiaodatlon board* through the 
cltetlon proce**. 

! personal loan approval of director* in order to 

'B. Open Fineneial Reportini! 

Stockholder* mult have the right to inipect the book* 
of Che aaaociatlon. Private banks Dust publlBh their 
fioanciel report* in the local neu* paper each quarter. 
Since a PCA or a FUA i* uiually larger than the con- 
nercial banks, why cannot Ch« ntDbcr* gat equal reporttngT' 



The agency is in complete agreenent vlth the pBpei 



stockholders. The agency, houever, believe* UDifom rapOTtlng is 
necesEary. It has already inposed aerger disclosure standards and trill 
soon propose regulations requiring full financial disclosure by all Fan 
Credit System institution*. 

"C. Stockholder Li*ts 

Every stockholder in a corporetion has the right to get 
s list of the other stockholders. Why cannot tanera get 
this In a PCA or FLBA? Confidentiality of credit infor- 



banki that the regulation dealing with re: 
■.s not spply to requests by scockholder* of luc 
y heve « right to such list* under corporete 1 
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Open Eltctlom 



Retpotiie 

The law rcquiret that each Froductloa Credit Adoctatlcm and ?cdeT*l Land 
Bank Asioclatioo shall elect ■ nonlnatlag comlttee by vote of atockholdcr* 
at tha anaual neetloc to aern for tb* following year. Each noninatlog 
committee shall reTleu liata of faTBCt-c from the aaaoclatloD teitltOT?, 
determine tbelT id.llingneas to lerve, and lubmlt for election a slate ef 
eligible candldatei vfaleh shall Include at leaat two nominees for each 
f^lectlie office to be filled. In doing so, the coMlttee shall endeavor to 
■■sure repiesentation of all sections of the aaaoclatloa'a tirrttory and as 
nearly ■■ possible of all types of agricultural practices vlthln the area. 
Nominations shall also be accepted from cbc floor. 

It is the position of this agency that the law adequately and fairly 
provides for both considered selection of candidates and the nomlnatloc of 
candidates openly from the floor at the annual meeting. The prasent proceis 
affords adequsts opportunity for dissidents to show their attengch and 
prevail at the ballot box. 



Flni 



Honey is power. The ftnanctal atTength of the System 
should be at the level closest to control. Federal 
Land Banks presently have the majority of the assets 
at Cbe district level. This Boney should be trans- 
ferred back CO the FLB Associations with the district 
banks operating as a discount bank slBllar to the 
FCA-FICB systea.' 



The paper it proposing to change a ayacem that has worked effectively and 
efficiently for 67 years. The Federal Land Banks hold 1-3.1 percent of all 
farm real estate debt outstanding In tha United States, which Is ample 
teBiliiiony that the system vorics. 

The FICBs are 'banks of discount" chiefly as ■ cIrcuMtance of history. 
They were intended to discount the notes of agrlcBltursl producers given to 
comierclal banks and other Institutions. That did not work because of 
econoRilc conditions during the decade of the 1920s and because of a lack of 
coamitBent to agriculture by commarclsl banks. FCAa were sstsblished to 
discount Che notes of farmers with the FICBs, institutions that had been 
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■tiblithcd tor 10 rc«r>. 
3llatei-aUi«d ^ berroucT noci 
ervini tgiicultur*! produears. 

"F, FlTi«nel«l Imleptmitnce of th* A««oelatl[in« 

The B(ioci«tioBs ihould have the ablllcj to go to 
other financial inatitutlons for Bona;. Ai long 
ai tha district banks contTol tha puna itringi, 
•atociationl ire at the aercT of thelc policial. 
If the aaBoclaiione had the power to ge to other 
■ourcci for Bonry, then the asaodattona would be 
able to provide financial aarvicea of a ipectal- 
iied nature which the fCS presently doaa not provide. 
Further, this would make the diatrict baiika coapata 
for the aaiodatlon bualiieai and uould aake than 
wch Bore reaponaive to the naida of the aaaocialiooa 
aod the famera." 



Again, tha paper la cutting at tha very fabric of the Fim Credit Syatca. 
Biatorically, cosBercial financial inatltntiona ware ineapabla of aacvlTig 
agriculture — all of agriculture in good tlaaa and bad. The ayataa ia a 
continuing source of credit for agriculture at coapatltlva ratal. 

Having BBioeiationB sporadically going outilda tha Faderil tnteraediate 
Credit Banki for BODey would disrupt the lyitaB'l aoney gathering function, 
a function that provides loanabla funda at a coat that cannot be natched 
elsewhere. 

Tha atructure of tha aystaa Is such that the banka set loan and other 
I tha uniforalty necaaiary for the conduct of 
el not ipcclfy what "financial lervlcea of a 
be provided. In fact, a nuabar of financial 
being provided through FCS Inatitutlons. Raeent FCA 
regulations perait further davalopaant of auch nrvicea. 

"0, Requireaent to Pay Dlvidenda 

Aasoclationa should havi a rcquircKnc to pay a 
dividend roughly proportional to tha intaraat that 
thay are charging. If this were tha case, two 
Inportant coneequencei would reiult. Pirat, Che 
Interest rate charged uould then be coaparable to 
that of a eo^rdal bank. At the present tlaa, 
the atock purchase tequlreiwnt anounta to a hidden 
finance charge. Not only doaa this place i com- 
aercial bank at an unfair disadvantage, it glvea 
the faraet a talae faaling of tha Intereit that be 
ia actually paying. Second, the expectation of a 
dividend on tha atock ii going to create a greater 



policies. 


That piovidi 


bualnesa. 


The paper d. 


spedaliie 


d nature- woul 
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th« piTt of the faraet In the operation 
:latloii builnest. Slnci todaj'i far«er« 
jnerj not to receive ■ dividend, they do 
I feeling of ovcershlp In the ■■■□elation 



Production Credit Aasodationa ate fcee to eltablUb their own Interest 
rate pollclei within guideline! act by the banka. The paper suggesta that 
cheae policies be establlahed elaevhere, though it doii not ipedfy vhere. 
Doing so uould dlnlnith the authority at the local level. 

CoDBerclBl banka hold 37.3 ptrccnc of all non-real estate fara debt 
outttaodlng In the United States, compared to 16.3 percent for PCAi. Thla 
vould hardly euggest coanerdal banka ar« at a dlBidvantage. 

Fameta are buElnessiaen. The; «Te keenly avare of all charges Incurrtd and 
InvestBenti Bade. The lav regulrta atock puTchaae by borrowers froa FC&a. 
Many comeTclal banka require conpeDaatlsg balancea. Analyaia of the 
effective coat of borrowing la slallar in both aitustton*. 

on boards, repreaentlng their atoekholder borreucTa, have 
ie Isueat poaslbl* intaraic rate at the tlae credit la extended 
charging a higher rat* in order to pay a dividend later. 

Aaaoelatlon Control of Diatrlet 



He have aeen the concentration of poaer at the 
district level, the lack of equal representation, 
and the reaulting atuaes. In order to reaady this 

litustlon, I would auggcat: 

A. Separate Boarda 

The present situation hat already retulted in abuse 
of the FCA and FLB btanehea in favor of the BC. I 
do not aee any neans of ellnlnatlng this without a 
separation of the power at the dlatrict level. Any 
tchea* for proportionate repreaentation on a ainglc 
board vould be unnecessarily coapllcsted. The 
simplest solution uould be for each bank to be con- 
trolled by ita own board of directors. Hot only 
uould this achene protect the Interests of all 
farnera aa they are represented at the diatrict 
level, It would result In « greater Duaber of elected 
farmer repreaenCatlves at the diatrict level. Hope- 
fully this uould make the ei^iloyeea of the aystea 
Dore reaponslve to the needa of faraers.' 



: been abuaeJ in fevor of i 
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Rlik It not Chs >ole detar 

•dainlittTlng ■ loan » uell ■ 
ukc l.tg.r lo.n. requiring 1. 
funds, vhich coound louat rates. 

The dlitrlct board fuDctiong as tht board of each bank when dealing Hlcti 
■atteri affecting the bank In qucitlon and at ■ dlitrlct board when dealing 
with mctaTS affecting ill thiee banki. Thia allov* ths board to hiva ■ 
parapactlv* of all landing activity In the dlicrict. 

Eight Far* Ccedlt dlitrlctt now have aoat fora of Ccmiolldated nanagenent 
at the dlatTlct level. Dnder the paper'a luggectlon, chief executlvi 
officer* usuld be accountable to two or thra* aaparate board* of dlraetori. 
In thoaa dlttrlcti where Banagencnt ii totally conaolidated In both the 
bank* and aiiodatloni, the concept of three board* of director* would b* 
unworkable . 

The objective of reatmcturlng within the Far« Credit Syaten ihould be to 
provide effective delivery of tanwra' ihort, long tera, and cooperati've 
credit need* at the lowot poiilble coat to borrower*. Clatilct board* 
that hive decided to conaolldgte have determined that three ceparately 
■anaged, organized and directed banks ultimately reault* In higher ratca to 
boTTDwera becauae of duplication of co*t* of running leparate. closely 
related Institution*. 

1. Elllpste Governor Appointed Director 



The appointaent of the district director by the 
Governor of the FCA Is a carry-over from the day* 
Bhen the Government had aoney Invested and control 
over the tysten. In the present tine, and con- 
tlderlns the financial strength of the system, 
there Is no further need for thl* provl*ion which 
only *erve* to take power and Influence froD the 
farmera.- 

Reaponae 

As authorized by etalute, the Governor's appointee to the district board It 
a dlrectoT-at-large, adding balance to the board and representing the 
public Incereat. The paper does not Cake Into account the public Interest 
aspects of the aystem as the Nation's leading agricultural lender which 
depends so heavily on Investors for Its loan funds. 

"C. "Discount" Approval of Loans 

There It too much loan approval authority baaed 
in the district level at the present time. This 
needs to be removed although there still must 
remain some fiscal reacralnt on the local associ- 
ation. At long as the district has the right to 
refuse to accept for discount loans which do not 
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Federal IncerDedlste Credit Banks do not approve each loan aade iy 
PtDducCion Credit ABiodatlODC. The FICB* arc not *b«idc* of dlaconnt* In 
the old sense. FCAs are the prlBar; lenders. They obtain their loan funds 
from the FICBs. Prior approval by tha FICB Is raqulred only Id spaetal 

" 3. Rastrlctlop of Control by F«r« Credit Adalnlstratlen 

Tha Farn Credit Adalnlstratlon ahould restrict Its 
activities as thay pertain to controlling cb« systss. 
Ill* Fsra Credit Act saya'that the (ystaa ahoold operate 



has been Interpretrd to authorise interference with the 
peraonnel and maaageBent decisions of the f amer-owneTs ■ 
In order to Inpiove this situation 1 vould suggest: 

A. Fiscal Control Only 

The Federal Keserve Board aupcrvlaea the co^Mrelal 
banking Industry. Bouever, they aupervlae in a fiscal 
rather than a aanagcBant frasework. FCA should be 
Halted only to inspection and approval of fiscal Bat- 



The characctriistlOQ 



The Firm Credit Admlnistratli 

structure conblnlsg the offlcai of supcTvision and exaslostlon. The agency 

opersciODB of the institutions of the Fan Credit System that are essential 
to sound credit adBlniatratlon and efficient financial aervicing. The 
agency will also analyia and reurlte its regulations to clarify the 
regulatory guidelines and ellalnace FCA prior approval requlreaents to the 
maximum extent possible. 

'B. Wore Centtel by Federal Fara Credit Board 

The Federal Farm Credit Board aeets only t-6 tiaes 
per year and the Covernor has coaplete independence 
of action In the intervening tiats. It is inconceiv- 
able that an $80 blllioD bank cen be run by e board 
that devotes only this limited aaount of tiae. The 
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c lau imdec which the prlTiLc Fsra Crtdlt Syitc 
ope ratal. 

Tb* CoTanior !■ Bccountabla to th« board md ■■&•■•■ th* afcncy wlthlD 
pollcta* aat b; the board. He ctporct to the board at each ■ecting. 
HMtt&tt are held st lasat ■!■ tlaaa ■ jaar. 

"C. Separate Bond Salet 



Tb« insclcutlon of lyicea-vlde bond ■■!■• «■■ etr- 
tatnl^r -unfalc tc the strongest baidi In the ffm 
and In favor of the scakect. Kclaitltntlon of 
Kpaiate bonds by the thro* lags of the *y*tea will 
laiult In aots equitable Intereat coat*.* 



Conaolldatod bonds wcce IntTodoead In 1977 aftet M««ral adi«o*tl*« atodlea 
af Far* Credit System funding. The bonds are success folly nsrketed at 
Tstss only • f*« basis points above 4ebt Instnncnts of the U.S. Treasory. 

There Is no evidence that even raaotaly siiuasts that consoldlated bonds 
faior one benklni group over the others. Consolidated bonds glv* 
treaaorera of Far* Credit Banks fsT groatST flexibility tn stncturlni 
tbalr ■aturltloc to alnlmlsa debt coatB. 

"O. Covamaent Purchase of Stodi 



Provision nai left In the Far* Cradle Act, and tht 
syste* Is still perceived as one vh«re the Covcra' 
*enc t(fl and vill lnvt« loncy to avoid loiBes to 
iBdlvldual fsnsrs fiecently ve have seen instances 
where this drastic neasui* has not been esployed 
Tntthet the syitea has resources such that it probably 
Is not necessary kut It Is uasetlllDg to ae to see 
farwrs experience hardship vhcn the CovemBcnt could 
assist tb«B on a fair and equitable basis Jbitbarlty 
to invest CovtroBCflt Boney in the systea Tests In the 
Csvemor of the FOk. If he docs Invest this soney, 
then he auttnatlcally bccoaei anbjict to renoval bj the 
Piasldant. Is it fair to vest this aoihorlSy In a 
person who beeonei personally Jeopatdlted by the actlsoT 
1 VDuId suggest Chat tht authority for the tnvsstavnt 
of CDvernBeni konty 'be fiantad to a parson outside 
the Fata Credit ^stsa such as tba SacTatarr of 
AgricaltuT*.- 
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The InvestMnt 
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In *;it*B 
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iBplIcclons f.i 


■ beyond the 


Prejldenl'i 


I ■uthorltj 


to approve 


»ppolnt»ent of th 


e Governor. 









The situation to vhleh the paper alludaa was one nhere the Covemor did not 
deem Ic prudent to aak* an invtstatnt bccaua* the aaaociatlon in queation 
could not be sad* viable by an inf ualon of tax fund* . 

The Federal Fan Credit Board haa the authority to require cha Gonmor to 
ute the fundi ivallable, ■ far better aolutlon than having losaona 
unfaalllat ulth any particular aituation aakln) iuch a decision. 
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ur bill Jl. It. ijsia rouui'dliK; ranwra 'in uui- ^uu JiiL L; 'ubvihuI avats, 
ot iiaturul (lisBabw, ami Ub balluvo lliwu 1e a .lUuU i'oi- u lug; lui'u 
i-allar txtt rui-B rOiiUlltiu in 'iuvaaLuUua uvbus uu iil urs uiu ol' Uiui, 
l^uu^ ttisKO yaoi'3 of ainuslui' oui- dobLB have riaon ku ii pbiuL Hliei-o 
MD cannot i;ei tinanulal aid I'i-imi anj' olIiqi- sout-cc tiun l.iU'bu,<-Ji a 
loon or thio tjpo, Ko wEuliI ({I'eallj aj.pi'UL.iiti; a siiitui-a liOiiBideiaLiu. 
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